UIdaho Law

Digital Commons @ UIdaho Law
Idaho Supreme Court Records & Briefs

2-19-2010

Taylor v. AIA Services Corp. Clerk's Record v. 44
Dckt. 36916

Follow this and additional works at: https://digitalcommons.law.uidaho.edu/
idaho_supreme_court_record_briefs
Recommended Citation
"Taylor v. AIA Services Corp. Clerk's Record v. 44 Dckt. 36916" (2010). Idaho Supreme Court Records & Briefs. 1214.
https://digitalcommons.law.uidaho.edu/idaho_supreme_court_record_briefs/1214

This Court Document is brought to you for free and open access by Digital Commons @ UIdaho Law. It has been accepted for inclusion in Idaho
Supreme Court Records & Briefs by an authorized administrator of Digital Commons @ UIdaho Law.
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STATE OF IDAHO
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v.
AlA Services Corporation, et aI,

1\.

l,

I~
suon:m court
Court of
Enteredoii1,TS by:

Defendants-Respondents.

CLERK'S RECORD ON APPEAL
VOLUME XLIV

Appealed from the District Court of the
Second Judicial District of the State of Idaho,
in and for the County of Nez Perce
The Honorable Jeff M. Brudie
Supreme Court No. 36916-2009

RODERICK C. BOND
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(c)
Secured Party receives a first priority security interest in such bonds which.
is perfected prior to or simultaneous with the release of the Pledged Collateral;

(d)
Unless such requirement is waived by Pledgor, Pledgor provides an ;
opinion oflegal COUll.'le1 that Secured party will bave a first-priority perfected security intcrrest in .
the bonds; and

(e)
BUch arranaements areevldeneedby.execmed docuoo,ents, jndudjpg aji
Bond Pledge Agreement, in form and substarice acceptable to Secured Party and Secured PattY' s .•
ooa~.

.~

"· 'r.
i l.

If such conditions are met, Secured Party will release the Pl edged Collateral and return
any and all certificates and instruments repr~sertting or evidencmg the Pledged Collateralto,' .;
Pledgor.
.,' ..
11.

r "'

Miscellaneous

11.1 Survival.
representations, warnmties and agreements made in t1Us ~e~~nt
or in an:y re1med dOCUIDIm1s shall survivb th~ execution and delivery of this Agreement and any
such related documents.

All

11.2 Further MsW'aI1CB$. Pledgor will sign such additional docwntmts relating to the .
Pledged Collateral as Secured Party may reasonably request in order to provide Secured Party
with the full benefit of this Agreem<nlt. Pledgor hereby grants to Secured Party a powerof . .
attorney to execute any such docUI)lents as Pledgor's attorney-in-fact. Such power of attorney is
coupled with an interest and sball be irrevocable until the Secured Obligations have been fully;' :'. ;.; .. .

>;i~'{f;'j ;!,t~;\:.\:"~;':';".

; .
.
.
.. ; ; . ' 'i
:.
11.3 Amendment. Thi/!l Agreemen4.the;Redemption AgreemlUtt,and the..dOCuirierits~ ::>.: ' . . .
instruments, pledge agreements, and other agreements (and all exhibits thereto) eritered into.in \,(
connection with. and listed within, the Redemption Agreement, contam the completeaud firia!. ;. .. '
expression of the entire agreement of the parties. No provision of this Agreement may be . ;.', ·.i,'·
amended, modified. waive~ or supplemented, except by a writing signed by the partieS to t.l:i.U;'mfV .
Agreement. No waiver by Secured party of any default shall be a waiver of any other defaul~.f," !!::; ..
. , :\: ~:ii· j
11.4 Remedies Cumulative; Waivers-: All rights and remedies of Secured Party shall be ·

and finally paid.

cumulative iUld may be exercised at Buch tUnes and in such order as Secured Party determines~ ; ';
The fallme of Secured party to :insist upon or enforce strict perfOIDl1lD.ce of any provisions of thiS
Agreement. the Redemption Agreement, the Note. or the Consulting Agreement, or to exercise .,
its rights or privileges hereunder or thereunder or any of its rights as provided by statute or law ~r
in equity or otherwise. shall not impair, prejudice or constitute a waiver of any such right, power,
romr;dy or privilege or be construed as a waiver of any Default or as an acquiescence thbrein or
preclude the exercise or enforcement thereof at a laier time. Nor shall any single or partial
exercise of tilly such right,. power, remedy or privilege preclude any other or further exercise
thereof or the oxoroise of any other riaht, power, ·remedy or privilege.
-7AFFIDAVIT O F RODERICK C. BOND
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11.5 Effectiveness. Thi, Agreement shall remain in full foree and
all tho .
. , :i,'
Secured Obligations have been indefeasibly perf'blmed or paid in full in casIy" (jj)~
"
. . :".,..!
A~ement
. . . . by Secured Party! of"
I ,.. ~
~M- <!(1~ ";'

r '

~ WI~ ~ 1?vU>r-f1J~e'l116/jt-ip- X

"~~ ~ 10 htJ ~hd{ n«AX•
eprovISlODS of this Agreemen1 shall be or become illegal "" f
or unenforoeable~ the other provisions shall1emain in full force and effect.
. : :.'
".>i.<.-,

~~~ ,*evlro'bililr'!f1any 0

11.7 Notices. Any notice under this A2l'Cloment shall be in writing and shall be ,given
as provided in the Redemption Agteement.
.,

11.8 Governing Law. This Agreement shall be goVerned by, atJd construed in
accordance with, the laws ofllie State of~, without giving effect to th9r provisions or "
prl:nciples regarding oonflict oflawa.
"-.~
, (,h
.:!
11.9 Headings. Headings used herein are for convenience only and shall ~t in any:,:. ' ; .'
way affwt the construction of, or be taken into oonsidemnon. in interpreting. this AgreemenVc-,

11.10 Assignmtmt. This Agreement is not assignable by Pledgor. Secured Party may
assign its rights hereunder to any corporation or other entity controlled by Secured Party. All the

tem:tS and provisions of this Agreement shall be binding upon and shall inure to the benefit of.
and be enforceable by the parties hereto and their respective successors and pennitted assigns. '
IN WITNESS WHEREOF the parties have duly executed and delivered this Agreement as '
of the date first written above.
:PLEDGOR:

., ,

AlA SERVICES CORPORATION
Br-

~

______________________~__~~

IU! _________________~~. ______~~~

SECURED PARTY:

Reed J. Taylor

- 8-
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STATEOF~)

.
COUNTY OF

~CO 't-t:I..-W;

) ss.

}

On this day personally appeared before me
, to me lmoV,.'U to be
of
• the corporation that executed the within and foregoing
instrwnent and acknowledged ilie said but:rutnent to be the free and voluntal'Y act and deed of
said corporation, for the uses and purposes therein merrtion~d, and on oath stated that .___ is
authorized to execute said inttrument and that the !Seru. affixed, if ally. is the corporate seal of said .'.

_~_ _ _

corporation.
GIVEN under my hand and oMcial

lSt:lal

this ~ day of _ _ _ _ _ _ _--:., 1995.

(Print name of notary)
NOTARY PUBLIC in and for the State of
Washington, residing at _ _ _ _~_ _ __

My commission expires _ _ _ _ _ _ _ __

i.

. .,

- 10.
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SDCURlTY AGREEMENT
This SECURlTY AO.RE:EMENT is entered into as of
I 1995 by and
among R.eed 1. Tuylor (the "Secured Patty"), AlA Ser:vices Corporation,. an Idaho corpo('ation

C'"Company"). and Universe Life Insurance Company, an Idaho domestic insurance company. i,
Farmers Health Alliance Administrators, Inc.• an Idaho corporation, AIA rnsurance; Inc., an
Idaho corporation, and Great Fidelity Lite Insurance Company,a,.!ltock life insurance company;
domiciled in Indiana (together with CompaJlY. the '"Companies").

," "
'Ii

RECITALS
A.
Company and Secured party Bre parties to that certain Stock Redemption ' ,J,:,: '
Agreemont dated as
, 1995 (the "Redemption Agreement''), pUrStllmt to whiclf,~!;F :'1
Compnn.y will redeem 613,494 shares of its COmIIlon Stock held by Secured Parly in oxchange;
for, in Pa.ri? a Promissory Note of even dat~ herewith in. the principal amount of $6,oO();OOO(the' .
<'Notej. Company 2!nd Secured Party are also parties to that c;:ertain Stock Pledge Agreement i :
(the "Stock Pledge Agreement"). that oertain Consulting Agreement (the: "Consulting
,
Agreement") and thatcertairt Noucompetition Agreement (the l'NoncompetitionAgr~emenf'),all . .

of even. date herewith.
B.
As a condition of Secured Party's entry into the Redemption Agreemen:t, Secured
Party has required that Companies grant it a security interest in aU conunission revenues received
by or on behalf of Companies and/or their director indirect Subsidiaries_
"
C.
Secured party desires, and Companies agree to grant to Secured Party~ as security,!
for the Secured Obli~~tions (as defined below) and on the terms and conditions hereinafter set" "i
forth.. a security interest in all right, title ,and interest ofCompfllltes inJhe
' , .. '

(as defined b e l o w ) . ' , " ' , '
AGREEMENTS
,i'

NOW, THEREFORE, for and in considerat1o:n of-the foregoing premiseS:. and for
good and valuable consideration the sufficiency and l'eceipt of which are hereby aclcno'',,,,'rle(iQ:et1m!~;'i'
Secured Party and the Companies agree as follows:

1.

Definitions
'!

As. used in this Agreement;
"ACCQunt

.

.1) ,.
~"

!: .

Debtor >1 means any person v.t ~lity having ImY debt, liability or obligation.

any ofthe Compw:Ues with respect to O:>mmisslon Collateral.

AFFIDAVIT OF RODERICK C. BOND
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IICommisnon Collateral means all commissions from the sale of insurance or related
,
servicer;l received by or on behalf of, or payable to~ any of ful: Companies or any of thoir
'..
Subsidiaries, and nny interest thereon.
'rf1\~ ~~
jj

(,.)

9

"Collateral Acr:t>unt" has the meaning give:n sllCh term ' Section 5.2

"'7 ".-

..

~;

, i: ,

'~i' "

this A~ment

'\

"Default" means cm.y event referred to in Scctionl'ofthis Agreement.

./"

. ;,:;.

payment..7~· er,mp~ or,,~~'W',

"Secured OblJgatlons"moans tlu: punctual
aoy ad aJ.l obligetiens, l~ilities aB:~ BmeW'its oow or ~ o'tving, elt.lB QF B9t due~ dHeet-ei- . : '
m~~iaated or eorrtingem, te 8ecliRG ~ ptu'SUMt to 9ttj' af all of the Ree1emptioIl .. '
-A-grU.I~CUt, the Notef, anti! the 6ortStllti:ng A:greemeli~ inclading, withoat 1h:uitEr:tion, 6ft)' flfltiilll ,.
alH+JLl:B:LH fIo1iY~le to Secured Patty lwroond.tlr or th@ral:Ul£l.er, and proffiJ3Wd ea&ep.>&aG~ aBd .
p~c~ by CEl'Mpanie!J oftheit eo'''~' agreements rmd obligatiuns helC1jfia~nd _ .
1:b.a-sl::lfuier.
.
.,

Capitalized terms used in this Agreement and not otherwise defined shaU~~e the
meanings given to them in the Redemption Agreement

2.

Security Interest

i,. .

As collateral security for the prompt an~ unconditional p~ment and performan'~ of the
Secured Obligations, Companies hereby grant to Secured Party a security interest in all of their ,'- '
right, title and interest in and tD the CoIlllDi8sion Collateral:

3.

Covenants, Representations and Warranties
COlhp~nies

represent and warrant to Secured Party as follows:
.

", .k J,::· -I . ;1-

3.1.

j

:: •

.

-:~::f(~.~};;:~1): i l:"~/:'~,"1 , ;~··:,·,·.Hi': ,}.;: ~·ii~~;ii%::~;u~it;~,t\':rif~;'
i

Absence of Liens and Interests. Companies are the sole o'l),ners
Commission Collateral. free of any liens. security interests, claims or other encmn'brances
kind, except for the liens and security interests granted to Seemed Party in this Agreement. '

tlnd A.uthority. Each of the Companit;~ hws all requisite power and
authority and full legal right to execute, deliver and perfonn all its obligations lmder,;this.
Agreement and to grant a security interest in the Commission Collateral iA the
for
purpose contemplated by this Agreement, and has the right to grant Secured Party asecucity
3.2.

PQWef

manner

intere!lt in $11Ch Commission Collateral.

'.•. ,:
i.

;'.':;

3.3
Execution; l1lndi'ng Contract. This Agreement has been duly execmecfand
delivered by Companies and ~tutes the legal, ~a1id IUld binding obligation of Colrn·lpaJ:lle:~~
cnforceab1e against Companies each of them in :lceordnnce with its te.IDlS.

3.4
No Violation. The grant of a security interest in the CoIIIIDission Collateral
Companies in the manner and for the purpose contemplated by this Agreement does not and
-2-
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3.5.
Companies shall, at their own expen$e, keep the Commission Collatera1free of
liens and encwnbrances except the security .interost of Secured Party. Companies shalfnot make .
or agree to make any discount, orcdit, rebate, set-off or other reduction in the original amount
owning with respect to Commission Collateral other than in accordance with its present policies
and in the ordinary cow-se of business. Companies shall collect and enforce all commission ' , .

receivables.

;;~

3.6.
Sale or Disposition. Without the prior written ¢O;u~opt of the SecuredParty, .. .'i:"" ,:,
Companies will not sell, use or encumber any portion of the Corrun.ission Collateral in Yiolati~n' i ·'
of this A g r e e m e n t . '
",
,

" ,::'1 ,

Government ReceIvables. If any Commission Collatera.1 arises out of contract'S : .~
with the United States or MY department, agency, or instrumentality thereof. Compmics will'
:b:n:mediately notify Secured Party in writing and execme :my mstruments and take any steps '.
required of Secured Party in order that all amounts due and to become due shall
assigned to '
Seoured Party and notice thereof given to the United States in compliance with the Federal
Assigume.nt of Claims Act of 1940. as amended.

3. 7.

be

3.8
ACcess and Review. Companies will keep adequate records and books ofac(;Qun~ .
in which complete entries will bo m{'lde in accordance with GAAP conslstently appli~d,~e:f1ecting . ' ;
all Commission Collateral,and rdated tXilllsactions.
. .

"2'9m.,'.,

GQJBfl,;"joPl'
'hi ,,"hJi all CCI&iB!SSIOUS ~Mil!'d hi "gnell. iiJ6i!th;
.
Secured Parly to have full access to its premises and to all books and records, and to :fumish,Jti'
Secured"PaTty and"its representatives such fihancihf and" operating data and other infonnation '; . '
with respect to each such company· s business e.g Secured Party or its representatives may
time to tim.e request.

>.

. ....
, . ··Lu"k.. ",,",

3.9
Jnformation Regarding AccOlmJ Debtors. Companies shall from timeto 'time;) .... .
upon request by Secured Party, provide Secured Party with a list of all Accmmt Debtors;.togefuel\. .
....vith their current Addresses, telephone numbers) contf-lct persOM and balances owed to· '
. " ,;<>,
Companies, together with copies of all docmnents relating thereto. Companies hereby authoriz6 :
Secured Party to con1a.t:;t Ac.count Debtors to verify acCOUllt iufUIDHitj(IJl.
,
;

4.

Collateral Account

All Commission Collateral shall be received and held by Conlpanies In trust fot" SeCl~1.:ed
Party, and ~l be immediately, upon receipt. deposited in a special bank account {the . '
-3-
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"Collateral ACCOU1lt"). Companies s
' immediately upon execution of this Agreement, notify ,
the bank or other financial instituti with which it malnrains the Collateral ACc01mt bfthe
security interest grunted to Secure arty hereunder. Companies slIDIl not commingle any

=~EtrEro:;:o=~=~~S::=~~

lock-box agreement in a fOnIl acceptable to Secure'd

and deli'V'e r 10 Secured Party an

...(

'.' i.!,f~.~c

.' f '

~a:.:ru":::~=:t~=~=~=:::~~:,=~~~::~anci~ ,· .'·:,.•.::"',•~:t.,'; ~:;.

hereunder, and of irrevocable instructions to transfer all amounts collected therein tQa speciai:/;L(i
account controlled solely by Secured party upon
. of a written request from Secured
"T' ; ,
to do so.
~~
,(Wo,.

Unless and until there IJhall have occurred addhu1taIJ Bot
Section!5' be.rooft .
Companies may apply any portion of the balance of the Collatc:r£ll
the payment
Secured Obligations or for other corporate
fWliatajE it! t1' I CeUe:wnti AewcrUf:a I1liDhl~tb'Yt ot:1flo!l2,e8t);: In the event of a .........."........ "'~ ........UL.I:>~t!'r.•
solely from the failuro to make any interest-only payment under the Note as and whl'ID.$uch
payment comes d~ Secured J7arty shall have the right to, on behalf of Companies. "
"
past-due payment to the special account controlled solely by Secured Party. In the event . a.nYf
other event which, with the giving ofnouce or the passage of1imet wQuld constitute a Defaultj>::
TnT..... "Tl

S(:oured Party shall have the right, on behalf of Companies, to transfer from the Collateral ': . :,~'~~\ l ,
Account to' special account, the sum equal to the present value. calculated at 'the li~ specified.
in the Note of all remaining interest-only payments to b¢ made under the Note until maturitY. ·; '.
,

De

~.

~", ~ aMeJ"bl.it.t r'~,f--!,: 'lL<.i ,': ' .

. \..>

~

;J ofUe-a-mml;~Sm c;n~ ~-':
,

,

Each of'(hl; followi»~ shall
I

W/(JPf'

}IV

t;,

J -;

(a)
Failure of Com
under t4efote following'

'~

a default ('(befault'') -under this Agreement:

y to pay when due, or declared due,
thtea-day opPortunity 10 cure; or

. :: '

"J.

~ >:;f~I'IJ.

Ftl-l~ o~
~~ do p~ . tf\~rd.ut. ~ tuN--1Y..l9V- w r
(iI')
Breach of y representation, warranty. term or condition contained iIi this
Agreement which breach ~ontinues after notice and a thirty (30) day opportunity toctke; or ' ; ,
"., ," "
'~.ft)O; ~i·'"

G

1.cJL-.-.P:atl1tttem-€ttffiJ3~rte>-fu1fj'-1mfHtlrnelly-t1Et:tl~Glf:rfonn and bsei:~lly
0

conditions and provisions contained in the Not

the

, or in any other instrument or agreement "'".""u......

Agreement, or the Redemption Agre

Company or any oftbe Com . and Secured Party relating to the sale, redemption.. ;.1J~5tOJ~,crr.'
other disposition of Se
PeU'ly' s stock in Company, as such tenns are defined in t1l~
Redemption A
ent, full owing any applicable opportunity to cure (if any) witbid,fue
.,<.,.,

app

alw

Collateral; or

.) !

':.

, ~.;: ~ ~.~.~ .

f:;:>

Any levy, attAchment Ot execution on, or sei211To of, .any of the Com.mission

~+
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.:·....
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6.1.
General. In s.ddition to the rights and remedies granted to Secured Party in this
Agreement. Secured Party may exercise its 11ghts and remedies in the Redemption Agreement,
~ Stock Pledge Agreement, the Consulting Agreement or tho Note, and shall at all times have
the:l'
hts and remedies of a secured party UDder the Uniform Commercial Code as enacted in the
state 0 ~gttJn and ~lldcr all o~er appljcll~Ie laws: Companies h~eby a:k.nriw1e~ge and
agrccnt Secured Party 15 not requrred to exerclSc aU nghts and remeciles (lv..u.Iable to It equally ,
with respect to all the Collateral and tllat Secured party may select lesa thm1 all the Colla.teral "' , '
tvithrespect to which the rights and remedies as determined by the Secured Party in its sole ,
discretion may be exercised.

;

", . " ,,' ,

r~:!;;~1tf:N~1!:.;'''~.~~: ';

' ',

6.2.
Remedies. After the occurrence, and during the continuance, of a Dhrault/
,
Secured party may at its ejection in its sQle discretion,. without further notice of such. election'
without demand upon Companies. take anyone or more of the following actions:

and
i

(a)

Declare all or any part of the Secured Obligations due and payable.

(b)

Tr~fer Commission ColIate~ from tl1eC()lIater;llAccount;to', ~ ~_.~___

,

"

controlled solely by Seo~d Party in accordance with S~etion 4 hereof. .

~

, 0v~
~~or~.'
.w

V~A
t~J--\?

9J.9;
1D (I,p~
W>

ot'~

fp\fJ/'(

V+~

(0)

Endorse any note. draft. check or other inlrtrunlent or document ';'.Titti

respect to the Commission Collateral, as the attomey-in-fact for Companies, with full power
substitution.

;"

(d)

Take possession of. open and dispose of all malt addressed to,the

~
(e) ,

",'

Accept and receive payment of. receipt for or defend, settle, eolnplron:tiSI~J

or acljust any claim, suit, action or proceeding,with respect to theCOtnmission Collateral.

doing so, any determination made by Secured Party as to the risks of litigation and
shall be deemed to be commerciaIly ..rcaBonable unless made
faith. ",;, ""

mood

6.3.
Notification ofAccount Debtors, Seemed party may at any tUnc= afteI.,a Uelimll[ jJ~'"
notify any or all Account Debtors that they shall. after I'cccipt of such notice. be requiTed to
all amounts owed to any of the Companies directly to Secured party for application,tO tho
Secured Obligations. Any such written notice given by Secured Party may be given on ;::; e(~~:d'
Parly's letterhead and may include the following language mellor InlCh additioual or.
language as Sec:uted party may elect in i1.9 Mle discretion;
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The undersigned holda an assignment ofall the commissions receivable of [Name '
of Company]. You are hereby notified that all amountS yOU .owe to such parties .'
are hereafter to be paid to the undersigned at the following addrCS!'i: [Secured

41;~~~
:::::eo~tban"~~edm~oo.r~un~tber=>~L
p-1P-./f'lo"i i ·
'£

(.) n r.iJ-\ ()]
~
,\uvi l~~

.

.j

I

Please do not hesitate. to contact the undersigned if you have any ·questions.

.

7.

. d/

will not be credited to your account.

.

..., .

I ~a.-- In

Power of Aito ..oey

:. '.

(1 ~p
I~ 0 :.:

,

:.,'...

Bueh of the Companies hereby appoints Secured Patty, or any person or entity whom .
Secured Party may from time to time designate, as such Company's attomey-in-faCI,with po~er, . , .
nt any time nft.er the occurrence of a Default to: (a) notifY the post office authorities to chan~~
.
the address for delivery of such CompmJ'$ mail to an address designated by Secu:fedPartJ;{;
(b) receive, open and sort all mail addressed to such Company; (c) send .reqUIems for verification
of commission accounts Teceivahle to Account Debtors; (d) qualify such Company todD btisfuess ,-:;
in
state or other jurisdiction as necessary or appropriate to enfotcement ()fSecured ' PartY~,s
interest in the Cotnnlission Collateral; and (e) do all,other things that ,S ecured Party;is.permitted;
to do under this Agreement or that arenecessary to carry out this Agreement or
. . . '.
betWeen Company or any of the Companies and Secured Party. Secured Party ...... "I)U:" ......,~,i ...
for any acts of commission or omission or for

any

l '

unless the srune shall have resulted ~~~~~;i~~~~~rn;fnc
coupled with an interest, is :trl't':vOI~a.b.l)le

8.

Revival of Security Interest

To the extent Companymll1ceSiupayment to.Secured,party" . .,...0:IC·:J:l.,' 1·Jay.ffie:q,~~#al;e:\l":".lfj.U~'pj,l~~IJ,),;".i~~
invalidated, declared to be a fnluduleilt: tran8f~oiprefere~,'
aside
·~:Ol.1W'e:d
under any bankruptcy law, other law or equitable principle, Sec~d Party"s interest in the
::
Commission C{)llateral shall be revived and MI,tinue as if the payment or proceeds had never:,! .

set

w·

orr'

been received by the Seoured Party.

'.' >\i,
< .

9.

Miscellaneous
.

l:
:1. '-\ J:~:l

Financing Statements, Etc. COttlpanies will sign any financing statem~
other :filings with govmunen1al offices or agencie!, md other documents relating to th~ .
9.1.

Commission Collateral that Secured Party may request. Secured party is nevertbelessrurUlOri?J!(li
to file such docllIlllmts without Companies' signatures and Companies hereby grant:io i:)e<:ur!illi'jij~)Hj
party a power of attorney 10 execute any such documfJlts as Compmies' att~:Jrnev··in:;:fiu:t.
power of attorney is coupled with an interest and shall be irrevocable until Se£:ur(ldiC'c.....wJ;;~~" ..
have been fully and finally paid. CoItlJ?BXlies will reimburse Secured Party UPC)n.:CIClX~aIC~.4!
expense:s incurred for the perfection and continuation ofpet'fectlon of Secured
interest in the Commission Collateral.
-6-
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9.2. Amendment. This Agreement and the other written documen~ instruments and
agreements. entered into iIi connection. with the Secured Qbligations contain.the complete and
:final expression of the entire agreement of the parties. NQ provision ofthls Agreement may bC .
amended,. modified, waived or. supplemented. except by a writing signed by 'the party sought to
be charg.ed with the amendment, modification, waiver or supplementation. No waiverbY'
Secured Party of any Default shall be a. waiver of any other Default.
9.3.

Remedies Cumulative. AJI rights and remedies ofSecor('il party sha]lbe

cumulative and may be exercised at such times and in such order as Secured Party detennineS~
The failure of Secured Party to insist upon or enforce strict performance of any provisions ofjthls
Agref.m'J.anr, the Redemption Agreement the Stock Pledge Agreement, the Consulting Agreement
or the Promi::;SUl:Y Note. or to exercise its rights or privileges hereunder or thereunder or any of
its rights as provided by statute or law or in equity or atherwise. shan uut impair, prejudice ;dr .
c~:mstitute tl waiver pf any such right, power, remedy or privilege or be construed as a waivet;,of
any Default or as an acquiesctlIlce therein or preclude the exercise or enforcement thereof at,ai:' I
later time. Nor shall any :!>lugle or partial exercise of any such right; power, remedy or privilege;
preclude any tither or further exercise thereof or the eXercise. of Ilny other right, power"
.'

privilege.
9.4.
F;ffectfveness. This Agreement shall remain in full force and "". . . 1-'.....,........,.,..'It',~)
the Secured Obligations shall have been indefeasibly performed or paid in full.in;
(Ii) thls Agreement shall have been terminated in writing by Secured Party. ." .
9.5.
Notices. Any notice under this Agreementsha11 be in
as provided in the Redemption Agreement.
.

"vritingand shan'be •.gi~~~" :1
. ; i:.,

.

.

";i':

9.6.

Governing Law. This Security Agreement si,all be governed by,
accordance with the laws of thF.S~e.!~f;fdaho. ,
J.! t.,
!J. 7.
rnuntp.rparls. This Agreement may be executed in any llmnber of counterparts
.and by each party on a separate counterpart". each of which when so executed ~nd delivered shall·
be deemed an original and nIl of which taken together shall constitute but one and the same'
instrument.

IN WITNESS WHEl1BOF the parties have duly execUted and deliveredtb'ls.1~grl~rr:l~

, as oftllo date first written abo'Vo.
COMPANY:

AlA SERVICES CORPORATION

By: _____._____________
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UNIVERSE LIFE INSURANCE COMPANY ;,'
.:'."
!-

'

By! _____________________________

Its:_ _ _~----_______'·;_ ··_

F.AR.MERS HEALTH ALLIANCE
ADMINISTRATORS, INC.

By: ____----------______________~·__
"
13:________________

~

______

~

AIA mSURANCE, INC.

GREAT FIDELITY LIFE INSURANCE
COMPANY
By: ______________________

~

__

~

__

Its:_______________---:.;.,"_

~CtJRED

PARTY:
Reed J. Taylor

35500R.M44
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AlA INSURANCE, INC.
LEGAL I COMPLIANCE DEPARTMENT

FACSIMILE TRANSMITTAL FORM
Telephone (208) 799-9000
Facsimile (208) 799-9172

Legal Department

Compliance Department

o

Daniel L Sp'iclder
General Counsel

Q

Mark Sherry
Compliance Director (X - 9124)

o

.JoLee K. Duclos
ParnlegallLegal Assistant

Q

Karen Parks
Contract AnalYst (X-9038)

o

ex -9048)
ex -9043)

o

Sherry L Roberts

o

Norma .Jean Miles

Executive Assistant (X-9140

Executive Assistant (X-9029)

Vicd Clark
Legal Secr;etary (X - 9058)

Use the toll free number of 800-635-1519 and ask for the extension number designated above if transmission is incomplete.

Date:

f- 10- 9.L

To:

'-)~

# of Pages:

1)

£g

RE:_--.;.....J~~-i2=_J~/_¥-r--~
_ _ _ _ _ _ _ _ _ __
MESSAGE,'

Ths message is intended only for lhe use oflhe individual to whom it is addressed and contains information thet is privileged, confidential and exempt from disClosure under
applicable law. lfyou are not the intended recipient or the employee or agent responsible for delivering this message to !he intended recipient, you are hereby notified that
any unauthorized disclosure, dissemination, distnbution or copying of Ibis communication is strictly prohibited. IT you have received Ibis communication in error, please
notifY us immediately by telephone.
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AlA Universe Insurance Group
One Lewis Clark Plaza
P.O. Box 538
Lewiston, Idaho 83501-0538
(200) 799-9000 FAX (200) 746-8159

AlA Universe
August 14, 1995

scott Bell
Cairncross & Hemplemann
70th Floor, Co l umbia Center
701 Fifth Avenue
seattle, WA 98104-7016
Dear Mr. Bell:
Re:

closing of AlA Services/Reed Taylor transaction

using your July 28, 1995, Memorandum to Reed Taylor as a guideline,
please be advised of the status of the transaction:
1.

Stock Redemption Agreement - signed

2.

Addendum to stock Redemption Agreement - signed

3.

$1,500,000 Promissory Note - signed

4.

$6,000,000 Promissory Note - signed

5.

Transfer documentation on the three airplanes.
Reed's
office manager has verbal verification to a l low the
transfers and also has the actual transfer paperwork. He
plans to give it to me this afternoon and I will fax it
to you separate from this transmission.

6.

Schedule 2.1.2 - attached for your review and will be
appropriately attached to the stock Redemption Agreement.

7.

Bill of Sale for CAP Program Tangible property, together
with the Exhibit of property - attached for your review.

8.

Pledge Agreement - signed

9.

security Agreement - signed

10.

Consulting Agreement - signed

11.

Noncompetition Agreement - signed

85'1'3
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Uk.VO

scott Bell
Page Two
August 14, 1995
12.

Upon receipt of a bill for your attorney's fees, a check
will be issued.

13.

Secretary's Certificate indicating evidence of all
outstanding capital stock of AlA Insurance and Farmers
Health Alliance.

14.

Assignments Separate from certificate (Exhibits A-I, A-2
and A-3 to stock Pledge Agreement) - signed.

15.

Letter re: FIB - letter from R. John Taylor attached for
your review.

16.

Legal opinion from Eberle, Berlin, together with Schedule
III - attached for your review.

17.

Schedule 3.4 - attached for your review and will be
appropriately attached to the stock Redemption Agreement.

18.

Schedule 3.6 - attached for your review and will be
appropriately attached to the stock Redemption Agreement.
I am not faxing the financial documents, but they are
available for Reed's review.

19.

Schedule 3.7 - attached for your review and will be
appropriately attached to the stock Redemption Agreement.

20.

Schedule 3.11 - attached for your review and will be
appropriately attached to the stock Redemption Agreement.

21.

Schedule 2.1.3 - it is Dick Riley's understanding that
you are preparing this schedule.

22.

signed certificate from R. John Taylor (together with
Schedule III referred to in #16) - attached for your
review.

schedules 1 and 5. 1 to the stock Redemption Agreement are not
mentioned in your Memorandum, but have been prepared and are
attached for your review.
A Shareholder's Closing certificate has also been prepared and is
attached for your review.

AFFIDAVIT OF RODERICK C. BOND

scott Bell
Page Three
August 14, 1995

We plan to close this transaction tomorrow afternoon. If you have
any questions or concerns, please feel free to call me (208/7999043) or call Dick directly.

s~n~w::y ~~L0

J~e

K. Duclos

Paralegal/Asst. Secty. to
AIA Services corporation
: jd
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SCHEDULE 2.1.2
I, DANIEL L. SPICKLER, hereby certify that I am the duly
elected,
qualified,
and acting secretary of AIA Services
Corporation, a corporation organized and existing under the laws of
the State of Idaho, and as such secretary am the keeper of the
records and seal of said Corporation.
The Company certifies that as of August 15, 1995, the
following constitute all of the liabilities secured by the
Airplanes, and that the Company is not in default with respect to
any of such liabilities.
1.

The 1981 Cessna 441, FAA Registration #N2722Y is
collateral for payment of an approximately $672,339.85
remaining principal balance pursuant to Note and Seauri ty
Agreement with Cessna Finance corporation dated 9/4/92.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed
the corporate seal of AIA Services corporation this
day of
August, 1995.
Daniel L. Spickler, Secretary

AFFIDAVIT OF RODERICK C. BOND

EBERLE. BE .

8-14-85 :10:25AM

SENT BY:

j\-.

BILL o.F SALE

208 799 9172 :#12/12

DRAFT

KNOW ALL MEN BY THESE PRESENTS:

EFFECTIVE as of the 15th day of August 1995. AlA INSURANCEs INC •• an Idaho
corporation ("Transferorft). for good and valuable consideration given in that certain Stock
Redemption Agreement between Transferor and Transferee dated July 22, 1992 ("Stock
Redemption Agreement"), the receipt and legal sufficiency of which is hereby acknowledged,
does by these presents grant, bargain, sell and convey unto REED J. TAYWR ("Transferee")
the CAP Program Tangible Property itemized on Exhibit "A", attached hereto and by this
reference made a part hereof as if set forth in full ("CAP Program Tangible Property"), TO

HA VE AND TO HOW the CAP Program Tangible Property to Transferee) his successors and
assigns forever.
IN WITNESS WHEREOF, the Transferor has executed this Bill of Sale as of the day
and year first above written.
ALA INSURANCE, INC.

R. John Taylor, President

AFFIDAVIT OF RODERICK C. BOND

Prepared by Brian Peters 8/11195

CAP FURNITURE, FIXTURE & EQUIPMENT INVENTORY

Adding Machines:

2
2

Sharp EL2192G

1

1

.. " VX1652
.. " VX2652

Bookcases:

1

40"X42" wood

Chairs:

2

Ergonomic - blue high back
Manager - blue
.. - brown wI 'chrome anns
.. - brown leather
Secretarial - black
"- blue

1
1
1

1
1
2

i
3

Filing cabinets:

1
1

Steel shelving:

" .. EL2630A

..

n

.

..

n _ burgandy
"- grey
orange
It _

2 drawer vertical - beige
.. - sand

1

4 drawer lateral - black

1

4 drawer vertical legal size - black

4

24"x36" 6 shelf units - grey
48"x60" literature rack.

Storage racks;

Tables:

1
4

24"x60" Orange laminate top
30"x60" Wood grain laminate top wi pencil drawers

Typewriters:

1
1

IBM Selectric 3 (# 5115870)
IBM Wheelwriter 6 (# 22013)

WorkstatIons:

10

Knoll - standard modular workstations
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CERTIFICATE
I, DANIEL L. SPICKLER, hereby certify that I am the duly
elected,
qualified,
and acting secretary of AlA Services
corporation, a corporation organized and existin9 under the laws of
the state of Idaho, and as such Secretary am the keeper of the
records and seal of said corporation.
I further certify that attached is a true and correct copy of
the following:
1.

Stock Certificates #10 and #11 evidencing ownership of
by
The Universe Life Insurance company.
These Stock
Certificates represent all outstanding capital stock of
AlA Insurance, Inc.
5,779 shares of common stock of AlA Insurance, Inc.

2.

Stock Certificate #1 of Farmers Health Alliance Insurance
Administrators, Inc., indicating AlA Services corporation
owns 1,000 shares of the common stock of said
corporation.
This stock Certificate represents all
outstanding capital stock of Farmers Health Alliance
Insurance Administrators, Inc.

3.

Collateral Receipt for stock certificate #1 of The
Universe Life Insurance Company, indicating AIA Services
Corporation owns 999,995 shares of the 1,000,000 issued
and outstanding shares of common stock of said
corporation. The stock Certificate is currently held by
First Interstate Bank of Boise, Idaho.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed
the corporate seal of AlA Services corporation this
day of
August, 1995.
Daniel L. Spickler, Secretary
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AlA SERVICES CORPORATION LEITERHEAD

August 15, 1995

Reed J. Taylor

P.O. BoxS38
Lewiston ID 83501

Re;

First Interstate Bank Loan

Dear Reed:

AIA Services Corporation ("Company") is the owner of all of the 1,000,000 issued and
outstanding shares of Common Stock of The Universe Life Insurance Company ("UDe It), other
than five (5) qualifying shares held by uue's directors pursuant to applicable state insurance
laws ("Directors' Qualifying Shares"). To secure the acquisition debt incurred by the Company
to acquire ULIC, the Company pledged to First Interstate Bank, N.A. ("Baok~) all of the issued
and outstanding capital stock of uue (except for Directors' Qualifying Shares) and delivered
to the Bank ULIC's Stock Certificate No.1 evidencing the Company's ownership, beneficially
and of record, of 999,995 shares ("first Interstate Shares") of the 1,000,000 issued and
outstanding shares of UUC's common stock. In accordance with the terms of Section 2.5(d}
of the Stock Redemption Agreement and Section 4 of the Stock Pledge Agreement between you
and the Company dated July 22, 1995, this letter instructs the Bank, upon satisfaction of those
obligations of the Company to the Bank that are outstanding as of the date hereof and that are
secured by the First Interstate Shares, to promptly and directly deliver to you ULIC Stock
Certificate No.1 representing the First Interstate Shares.
The Company covenants, in accordance with such provisions of the Stock Redemption
Agreement and the Stock Pledge Agreement dated July 22, 1995, that the Company will not take
any action after the date hereof which would increase the monetary obligations of the Company
that are secured by the First Interstate Shares.

Very truly yours,
AlA SERVICES CORPORA TTON
By _______________________
R. John Taylor, President
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August 15, 1995

0'" COu ....... l.

Reed J. Taylor
P.O. Box 538
Lewiston ID 83501
Re:

Common Stock Redemption

Gentlemen:
This opinion is being delivered to you pursuant to Section 2.5(j) of the Stock Redemption
Agreement dated July 22, 1995 ( "Agreement") by and between AlA Services Corporation, an
ldaho corporation ("Company") and Reed 1. Taylor. All capitali.zed terms not defined herein
shan have the respective meanings ascribed to them in the Agreement The phra.c3e "Transaction
Documents" refers collectively to the Agreement, together with the Note, the Pledge Agreement,
the Security Agreement, the Consulting Agreement and the Noncompetition Agreement, as such
documents are defined in the Agreement.
We have acted as general counsel for the Company in connection with the transactions
contemplated by the Agreement. As such general counsel, we have assisted in the negotiation,
and have examined executed counterparts (or photostatic copies of executed counterparts) of the
Agreement and other Transaction Documents.
In add.ition, we have examined originals, executed counterparts or copies of such
agreements, corporate records, instruments and Certificates, certificates of public authorities and
such matters of law as we have deemed necessary for the purpose of rendering the opinions set
forth herein. To the extent we deemed necessary for the purposes of this opinion, we have
relied upon (i) the statements and representations of the Company as to factual matters, (ii) the
corporate records provided to us by the Company, and (iii) certificates and other documents
obtained from public officials. We have further relied as to factual matters on the representations
and warranties contained in the Agreement and the other Transaction Documents (including,
without Limitation, Mr. Taylor's representations in Article IV of the Agreement) and on the
Company's representations in Schedule m (attached) to the Agreement; and we have assumed

the completeness and accuracy of all such representations and warranties as to factual matters.
We have assumed the genuineness of all signatures (other than those of the Company), the le~al
capacity of Mr. Taylor to execute the Agreement and all other documents we have reviewed~
the authenticity of all documents submitted to us as originals, and the conformity to original
documents of all documents submitted to us as certified, photostatic) reproduced or conformed
copies. We have further assumcxl that the: Agreement and the other Transaction Documents have
AFFIDAVIT OF RODERICK C. BOND

6

OB/H/Jll)

16.;JJJ..

SE\T BY:

l:ll·( Z

8-14:-95

11.

1 11. Lnufl.L

:2:06P~i-:---

EBERLE.

208 799

9172:~

Reed J. Taylor
August 15, 1995
Page 2

been duly authorized, executed and delivered by Mr. Taylor and are enforceable against him in
accordance with their respective terms. and that the ex.ecution, delivery and performance of the
Agreement and the other Transaction Documents by Mr. Taylor does not and will not result in
a breach of, or constitute a default under, any agreement, instrument or other document to which
Mr. Taylor is a party, or any order, judgment} writ or decree applicable to such party to which
Mr. Taylor's property is subject.
Whenever our opinion with respect to the existence or absence of facts is indicated to be
based on our knowledge, we are referring to the actual knowledge of R. M. Turnbow and
Richard A. Riley, who are the sole attorneys in Eberle, Berlin, Kading, Turnbow & McKlveen,
Chartered who have represented the Company during the course of our representation in this
transaction. Except as expressly set forth herein, we have not undertaken any independent legal
or factual investigation to determine the existence or absence of such facts, and no inference as
to our knowledge of the ex.istence or absence of such facts should be drawn from such
representation.
Based upon and subject to Ollr ex.amination and assumptions as aforesaid and subject to
the qualifications hereinafter set fo.rth, we are of the opinion that, except as set forth in the
attached Schedule:
I.
Company and its Subsidiaries have full corporate power and authority to
enter into, execute and deliver the Transactions Documents and to perform their respective
obligations thereunder; all corporate action on the part of Company and its Subsidiaries,and their
respective directors and shareholders, necessary for the authorization, execution, delivery and
performance by Company and its Subsidiaries of the Transaction Documents and the
consummation of the transactions contemplated thereby has been taken; the Transaction
Documents have been duly ex.ecuted and delivered by Company and its Subsidiaries.
Neither the execution and delivery of the Transaction Documents by
Company and its Subsidiaries, nor the consummation of the transactions contemplated thereby,
will (a) conflict with or violate any provision of their n::spective Articles of Incorporation or
Bylaws. as amended; or (b) constitute a violation or default under any indebtedness, indenture,
mortgage, deed of trust. note, bond, license, lease agreement, Of other material agreement or
instrument to which Company or any of its Subsidiaries is a party or to which any of its assets
or the assets of its Subsidiaries may be subject; or (c) violate any law, rule, license, regulation,
judgment, order, ruling, or decree, including any insurance laws or. regulations of any
jurisdiction to which Company or any of its Subsidiaries are subject, governing or affecting the
operation of Company or its Subsidiaries in any material respect. Neither the execution and
delivery of the Transaction Documents by Company and its Subsidiaries, nor the consummation
of the transactions contemplated thereby, will constitute an event permitting termination of any
2.
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material agreement or the acceleration of any indebtednes.s of the Company or other liability.
with or without notice or lapse of time, or result in the creation or imposition of any lien upon
the Co Ilateral.

3.
No consent, authorization, approval or exemption by, or :filing with, any
Person or any Governmental Authority is required in connection with the execution, delivery and
performance by Company and its Subsidiaries of the Transaction Documents, or the taking of
any action contemplated thereby, except such as have been obtained prior to Closing.
4.
All of the current outstanding Pledged Shares are owned beneficially and
of record by Company and) to the best of our knowledge, there are no warrants, options, or
other rights to purchase such Pledged Shares.
S.
Except for the lien of First Interstate Lien upon the First Interstate Shares.
and Centennial Life Insurance Company's subordinated security interest in the Commission
Collateral, tlle Collateral is free and clear of all pledges, liens, encumbrances, security interests,
equities, claims, or oplioI15.
The foregoing opinions are limited to the laws and regulations of the United States and
the State of Idaho; and we have not considered and expressed no opinion on the laws of
regulations of any other jurisdiction. This opinion is rendered only with respect to the laws and
the rules. regulations and orders thereunder that are in effect as of the date hereof. We assume
no responsibility for updating this opinion to take into account any event, action, interpretation
or change of law occurring subsequent to the date hereof that may affect the validity of any of
the opinions expressed herein.
This opinion is furnished by us solely for your benefit for use in connection with the
Transaction Documents and the transactions contemplated thereby; and it may not be furnished
or quoted to, or relied uJXin, by any other person.

Very truly yours,

51
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DRAFT

SCHEDULE ill TO STOCK PURCHASE AGREEMENT

This Schedule sets forth the exceptions to representations and warranties made by the
Company to the Shareholder in Article III of the Stock Redemption Agreement daten July 22,
1995 between AlA Services Corporation ("Company") and Reed J. Taylor ("Shareholder").

I.

EXCEPTIONS APPLYING TO THE COMPANY GENERALLY.

A.
Sections 3.2. The Company's representations concernIng its authority to execute,
deliver and perform the Agreement and to consummate the transactions contemplated thereby
are qualified as follows: At a meeting on July 18, 1995, the Board of Directors ratified and
confirmed its March 7, 1995 resolutions authorizing the Company, through its officers, to
execute. deliver and perform the Stock Redemption Agreement and the transactions contemplated
thereby. subject to satisfaction of the conditions precedent to Shareholder's obligations as set
forth in the Agreement and receipt of all necessary consents of governmental authorities or third
parties. See Paragraph le. below (exceptions to Sections 3.2 and 3.3). The Company's
shareholders ratified the Stock Redemption Agreement and related transactions at a special
meeting on July 18, 1995. Consent of the Series A Preferred Stockholder was obtained by letter
agreement dated August 10, 1995.
B.
Sections 3.3 and 3,11. The Company's representation that the execution, delivery
and performance of the Agreement and the consummation of the transactions contemplated
thereby will not result in a violation or default under any material agreement or other instrument
by which the Company or any Subsidiary is bound and the Company's representation that it is
not in violation of any such agreement or instrument are qualified as follows:

The Company is currently in technical default of certain financial covenants
1.
contained in the First Interstate Loan agreement. Those covenant defaults are described in the
attached letter to First Interstate Bank from Rick L Johnson, the Company Vice President,
Finance. Absent the Bank's written consent, completion of transactions contemplated in the
Agreement may cause additional technical defaults of negative financial covenants contained in
the Bank loan agreement.
The Company has thoroughly disclosed to the Bank all details regarding the
proposed trnnsactions. In view of the current defaults, the Company has not asked for nor has
the Bank volunteered written consent.
As the Company is current in all payments due to Bank, the Company does not
anticipate adverse action by the Bank prior to the scheduled loan payoff date of July 20, 1996.
AFFIDAVIT OF RODERICK C. BOND
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2.
Absent the prior written consent of Cessna Finance Corporation, transfer
of AIA Insurance, Inc.'s Cessna aircraft (FAA Reg. No. N27227) to Reed J. Taylor pursuant
to the terms of the Agreement would constitute a defau1t under the Note and Security Agreement
dated Sep~mber 7, 1992. and would entitle Cessna Finance Corporation to accelerate the
remaining principal balance due from AlA Insurance. Inc. in the amount of $672,339.85 as of
August 15, 1995. The Company will not transfer title to the Cessna aircraft to:Mr. Taylor until
Mr. Taylor has refinanced the Cessna Finance Corporation loan or has assumed that loan and
obtained the complete release of AlA Insurance, Inc. from any further liability thereon.

Se.&tiQns 3,2 and 3.3. The Company's representations concerning consents in
C.
Sections 3.2 and 3,3 are qualified as foHows;
1.
To the extent any party providing financing to the Company acquires ten
percent (10 %) or more of the voting securities of AIA Services Corporation (or the right to
acquire such voting securities), Form A approval by the Idaho and Indiana Insurance
Departments would be required before the Company could consummate the related transactions
contemplated by the Agreement.
2.
The Company has been made aware that the Texas Department of
Insurance has taken the position that the distribution of AlA InSUrance, Inc. requires prior
departmental approval due to the status the Company's Subsidiary, The Universe Life Insurance
Company ("ULIC"), as "commercially domiciled" in Texas. The Company, while disputing the
necessity of such approval, has none the less filed the necessary forms to obtain such approval.
The Company intends to close the transactions contemplated by the Agreement upon receipt of
Idaho Insurance Department approval.
The California Department of Insurance requires the submission of a prior
approval form for the Centennial reinsurance treaty. Since the transaction does not affect any
California insureds, and uue is not being dissolved or merged, approval .is expected in due
course. The Company intends to close the transactions contemplated by the Agreement upon
receipt of Idaho approva1.

3.

As described above in connection with Section 3,3., certain tran.sactions
contemplated by the Agreement would violate provisions of ~he First Interstate Bank Loan
Agreement and related documents, as well as AlA Insurance, Inc. 's obligation to Cessna Finance
Corporation.
D.
Section 3,Q, The Company's financial representations contained in Section 3,6
are supplemented by the following attached financial statements related to the quarter ended June
30, 1995:
AlA Services Consolidated Balance Sheets at June 30, 1995.

ALA: Services Consolidated Statement of Income For Six Months Ending June 30. 1995.
The Universe Life Preliminary Results of Operations (Statutory Basis) For Three and Six
Months Ending June 30, 1995.
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Great Fidelity Preliminary Results of Operations (Statutory Basis) For Three and
Six Months Ending June 30, 1995.
AlA Services Consolidated Preliminary Results of Operations For Six Months Ending

June 30, 1995.

n.

EXCEPTIONS AFPLflNG SOLELY TO tINIVERS.E LIFE.

S~tions

3.1. 3.9 and 3.11. The Company's representations concerning Universe Life's
good standing and qualification to transact business in various states and its compliance with
state insurance laws are qualified by the following description of regulatory proceedings in the
various states in which the insurance company transacts business.

Thxln. On March 22, 1994. the State of Texas issued Cease and Desist Order No. 940282 against Universe Life and its subsidiary, AlA Insurance. Inc. The Order was based on
preHmirurry examination findings reported to the Texas Department o{lnsurance ("TDI") by the

examiners. The Order alleged that Universe Life and its affiBate engaged in unfair methods of
competition and deceptive practice of insurance and that Universe Life was in hazardous
financial condition. Following discussions with the company and receipt of additional
documentation! TDI issued a Consent Order dated May 17, 1994 which superseded the Cease
and Desist Order in its entirety. The Consent Order abandoned allegations of unfair competition
and deceptive practices and focused on TDI's concerns with the proper reserving for the
Supplemental Benefit Accumulation ("SBA or) feature of Universe Life's GUH product and the
valuation of Universe Life's investment in its subsidiary, AlA Insurance, Inc.
To address its concern with conflicting actuarial opinions on the proper reserves for the
SBA, the May 17, 1994 Consent Order directed Universe Life to select an independent actuary
to review Universe Life's SBA reserving methods and factors. Universe Life and the
Department agreed that this actuarial review would be performed by Donna R. Claire, F.S.A.,
of Claire Thinking~ an independent consulting actuary. Ms. Claire performed an asset adequacy
analysis of Universe Life's reported December 31, 1993 SBA reserves, including a thorough
review of GUH product features) actuarial assumptions. actual experience and historical trends.
Ms. Claire'S analysis is contained in her Asset Adequacy Report dated lune 12, 1994.
In her Report, Ms. Claire observed that Universe Life's GUH product, with its SBA

feature, is an innovative product and that, "Ia]s such, there is no current reserve standard for
the SBA in stale law that specifically fits this benefit-. Ms. Claire concluded that (i) Universe
Life's independent consulting actuaries, Milliman and Robertson, had developed n a methodology
which follows the basic standards of establishing reserves that reflect the underlying risks of the
product"; (H) ~[t]he reserve methodology used by [Universe Life's actuaries] does appear to be
reasonable"; and (iii) "given the experience that was developed through 1993, the reserves
reported in the [1993] Annual Statement were adequate". Based on sensitivity tests which
showed that the reported reserves may be inadequate if adverse trends occur, however, Ms.
Claire Ieoommended that the reserves be increased on the basis of "somewhat stronger" reserve
assumptions. Applying the same gross premium valuation methodology used by Universe Life
to develop its reported reserves, Ms. Claire developed new reserving factors reflecting her more
conservative assumptions. Universe Life agreed with TDl that the SBA reserves for the Texas
certiiica.tehoiders under GUB policy would be determined prospectively in acoordance with the
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factors developed by Donna Claire, with any increase in reserves being applied ratably beginning
July 1, 1995 and with the final entry being made December 31, 1996.

With respect to the valuation of AlA Insurance, Inc., TDI acknowledged that Universe
Life's acc~unting for the value of AlA Insurance was permissible under Texas law; but, in Hght
of a Texas statute allowing the Commissioner to ascribe any other valuation he believes more
appropriate (after hearing) and the impending statutory change in the Idaho Insurance Code
effective July 1, 1995 (see below), the May 17, 1994 Consent Order directed that Universe
Life" s investment in AlA Insurance, Inc. be reduced, ra.tably over a three-year period beginning
December 31, 1994, to the lesser of net worth as determined in accordance with generally
accepted accounting principles or the valuation amount reflected in the final report of this
examination.
During the period of discussions between Universe Life and TOI, the Texas Insurance
Commissioner approved Universe Life's new OUR III product and the transfer of Universe
Life's group health and life insurance ~usiness in Texas by reinsuring, on an assumption basis,
all of such business with The Centennial Ufe Insurance Company. See lIMarket Conduct
Activities ~- Policy Form Filirigsand Approvals P and "Subsequent Events-Sale of Group
Universal Health Business" above.
On October 13. 1994, TDI issued a further Consent Order which superseded the May
17, 1994 Consent Order in its entirety. The October Order recited Universe Life's agreement
concerning the implementation of the Claire factors for reserving for the SBA and ordered that
Universe: Life reduce the reported value of its subsidiary, AlA Insumnce, Inc., to the lesser or
net worth (as determined in accordance with generally accepted accounting principles) or the
valuation amount reflected in the final. report of this examination, provided that the adjustment
in the AIA Insurance carrying value would be made ratably over a three-year period beginning
December 31, 1994.
l.da.hQ. Based on the fmancial concerns raised by the preliminary examination results and
the issuance of the Texas Cease and Desist Order, the Idaho Department of Insurance
("Department") initiated an inquiry resulting in a Voluntary Agreement Concerning Supervisor,
dated April 26, 1994 between Universe Life and the Department. Under the Agreement,
Universe Life has provided financial and other information to the Department on a regular basis
to enable the Department to informally monitor Universe Life's financial condition and
operations to assure that policyholders' interests Were protected during the period required to
resolve the financial and olher examination issues. During the period of discussions, the
Department has approved Universe Life's new OUR III product, the transfer of Universe Ufe's
individual health insurance business to States General Life Insurance Company and the transfer
of its group health and life insurance business to The Centennial Life Insurance Company.

By agreement dated December 23, 1994, the Idaho Department approved Donna Claire's
gross premium valuation method and Ms. Claire's reserving factors for calculating SBA reserves
in accordance with her Asset Adequacy Report dated June 12, 1994. The Department agreed
that Universe Life would not be required to restate its 1992 or 1993 Annual Statements and that
implementation of the Donna Claire reserve adjustment will be made prospectively, in
accordance with TDI's October 13, 1994 Consent Order, on a quarterly basis beginning with the
third quarter of 1995 and ending December 31, 1996. The following table shows the effect of
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the Donna Claire adjustments to Universe Life's reported aggregate reserve for accident and
health policies and to its capital and surplus at December 31, 1992, 1993 and 1994:
1m
CapiUil & surplus rep()rted by Univtlrse Life:
Aggregate rtlserve for A & H policies
AI> reported
As oalculated by Claire fRetor
COOrs factor adjustment
Capital & surplus after Claire fw::tor adjustment:

.l2.ll

~

$ 5,418,748

$ 5,140,830

$ 4,182.781

10,376.371
7,843,186
2.533.184

14.040,419

]4,801,661
{ 761.242.l

9,193.850
9,579,581
( 385.731)

7.25 1,932

~ 4IJ22,~§a

~ ~,~ZIQ~2

~

In the December 23, 1994 agreement, the Idaho Insurance Department acknowledged
that, until July I, 1995, the Idaho Insurance Code permits Universe Life to continue to report
its investment in AlA Insurance, Inc. at historical cost (subject to a 15 % of assets limitation) on
its 1992, 1993, and 1994 Annual Statements. Although pennitted by Idaho statute, this valuation
of AlA Insurance, Inc. deviates from the NAIC standards for investment in subsidiaries as set
forth in the NAIC Accounting Practices and Procedures Manual for life and Accident and
Health Insurance Companies. See "Valuation of AlA Insurance, Inc." above under the caption
"Comments on 1992 Financial Statements: Common Stock". On July 1, 1995) Universe Life
will be required to reduce the value of its investment in AlA Insurance, Inc., for statutory
accounting purposes, to the net book value of AlA Insurance, Inc (which was $2,424,097 at
December 31, 1992).
Dther States. The following regulatory proceedings in other jurisdictions were
precipitated by the issuance of the Texas Cease and Desist Order and/or the preliminary
examination fmdings conLained therein:
A Notice of Hearing and Order to Show Cause with Suspension Instanter was issued by
the Oklahoma Insurance Commissioner on April 6, 1994 based on the Texas Cease and Desist
Order. On May 26, 1994, by letter agreement based on the May 17, 1994 TOI Consent Order
and Universe Life's April 26, 1994 Voluntary Agreement with the Idaho Insurance Department,
the Oklahoma Department agreed to suspend and terminate the prior Notice and Order to Show
Cause and to anow Universe Life to continue to solicit business from its existing policyholder
associations.
An Order of Suspension based on the Texas Cease and Desist Order was issued by the
illinois Department of Insurance on April 26, 1994. The Suspension Order was lifted by
Stipulation and Consent Order dated July 27, 1994, pursuant to which Universe Life agreed to
notify the Illinois Department before transacting new business in the state during the next three
years.

A notice to show cause regarding suspension from doing business in the State of
Mississippi was issued by the Mississippi Insurance Department on May 6, 1994, based on the
Texas Cease and Desist Order. Suspension of Universe Life's certificate of authority was
initially stayed by the Department; however! on September 8, 1994, a Suspension Order was
entered based upon the appearance that Universe Life was then in an unsound condition.
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The Alaska Insurance Department issued an Order suspending Universe Life's certificate
of authority on May 19, 1994, based on the Texas Cease and Desist Order. Universe Life
entered into an Agreement to Suspend New Sales on July 27. 1994; and the Alaska. Insurance
Department withdrew the suspension order. Universe Life had not been writing new business
in Alaska, so the Agreement to Suspend New Sales has had no financial effect on Universe
Life's operations.
The Missouri Insurance Department issued a Notice of Institution of Case and Statement
of Charges dated June 2, 1994, based upon the Texas Cease and Desist Order. A hearing in the
matter has been continued indefinitely, tobe re-set upon further notice to Universe Life.
In June 1994, the California Insurance Department initiated an informal inquiry based
on the Texas Cease and Desist Order. Universe Life entered into a confidential voluntary
agreement to cease writing new business in California. Universe Life had not been writing new
business in California; 50 the confidential agreement has had no financial effect on Universe
Life's operations.

On June 6, 1994, a Suspension Order was issued by the Wyoming Department of
Insurance without prior notice or hearing, based on the Illinois Suspension Order. Based upon
subsequent withdrawal of the lllinois and Texas orders, Wyoming lifted the Order of Suspension
and entered a Stipulation and Consent Order dated July 28. 1994, pursuant to which Universe
Life was permitted to continue soliciting its existing policyholder association but agreed not to
solicit other business in Wyoming without the Department's consent.
Universe Life voluntarily agreed to suspend new business in Oregon pending resolution
of the Oregon Insurance Department's concerns under a unique Oregon statute regarding
valuation of Universe Life's investment in AlA Insurance, Inc. A Consent Order was issued
June 3D, 1994. A Suspension Order was issued August 23, upon expiration of the Consent
Order. Universe Life requested a hearing; and an Amended Suspension Order prohibiting new
sales was entered November 2, 1994.
A Notice of Summary Suspension was issued by the Iowa Division of Insurance on
August 15, 1994, based on failure of Universe Life to
its annual audited financial report by
June 1,. 1994. (The auditor's report on Universe Life's 1993 financial statements was delayed
pending Idaho's determination of financial issues raised by the examination. A draft of the
audited financial statements had previously been provided to Iowa Division of Insurance.) The
Order of Suspension was rescinded and the administrative proceeding dismissed on September
6, 1994. On January 6, 1995, the Division i.ssued a Notice of Hearing to determine whether
Universe Life's surplus met statutory minimums. Outside counsel informed Universe Life on
Apri110, 1995 that Iowa is dropping the action.

me

Universe Life entered into an Agreement with the Washington Insurance Department dated
August 18, 1994~ in which Universe Life voluntarily agreed not to write any new business in
the State without prior approval of the Commissioner, pending submission of information
establishing that Universe Life's financial condition is not detrimental to Washington
policyholders.
On September 9, 1994, the Utah Insurance Department issued a Notice of Infonnal
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Adjudicative Proceeding summarily suspending Universe Life's Certi,ficate of Authority for
failure to maintain minimum ca.pital and surplus as calculated under unique Utah statutes.

Universe Life's hearing request was withdrawn after the Department's Chief Examiner advised
that the suspension order could be lifted upon infonnal presentation by Universe Life's
management after year-end demonstrating compliance with minimum capital and surplus
requirements.

The Neb.raska Department contacted Universe Life on October 14, 1994, concerning
Universe Life's financial condition. Universe Ufe signed a Consent Order to suspend new sales
on October 28, 1994.
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SCHEDULE 3.4
I, Daniel L. Spickler, hereby certify that I am the duly
elected,
qualified,
and acting Secretary of AlA Services
corporation, a corporation organized and existing under the laws of
the State of Idaho, and as such Secretary am the keeper of the
records and seal of said corporation.
The Company certifies that as of
following is true, correct and complete:

August

15,

1995,

the

1.

The approximate balance of the encumbrance on the 1981
Cessna 441, FAA Reg. #N2722Y is $672,339.85.

2.

There are no encumbrances on the CAP Program Tangible
Property as defined in Exhibit A to the Bill of Sale.
However, the CAP Program owes AlA Insurance, Inc. for
monies advanced for the purchase of an Opener, Model
#1250, Serial #14826; a Folder, Model 1863, Serial #3550;
and a Mail Machine, Model #6100, Serial #79198 in the
amount of $2,285.06. This debt is not discharged in this
transaction.

3.

commissions may be subject to a lien, subordinate to the
rights of Reed J. Taylor, to The centennial Life
Insurance company. See attached draft documentation.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed
the corporate seal of AlA Services Corporation this
day of
August, 1995.
Daniel L. Spickler, Secretary
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SCHEDULE 3.6
I, DANIEL L. SPICKLER, hereby certify that I am the duly
elected,
qualified,
and acting secretary of AlA Services
Corporation, a corporation organized and existing under the laws of
the State of Idaho, and as such Secretary am the keeper of the
records and seal of said corporation.
The Company certifies that as of
following is true, correct and complete:
1.

August

15,

1995,

the

Attached are true, correct and complete copies of the
Company's financial statements for the years ended
December 31, 1994, 1993 and 1992, and for the quarters
ended March 31 and June 30, 1995.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed
the corporate seal of AlA Services Corporation this
day of
August, 1995.
Daniel L. Spickler, Secretary
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SCHEDULE 3.7
I, DANIEL L. SPICKLER, hereby certify that I am the duly
elected,
qualified,
and acting Secretary of AlA services
Corporation, a corporation organized and existing under the laws of
the state of Idaho, and as such Secretary am the keeper of the
records and seal of said corporation.
The Company certifies that as of
following is true, correct and complete:

August

15,

1995,

the

There are no claims,
actions,
suits,
proceedings or
investigations pending or, to the best of Company I s knowledge,
threatened against or relating to Company or any of its
Subsidiaries, except as follows:
CHAPLIN, Vickie vs. Universe Life & OLHIGA
COURT: District Court, Oklahoma County, Oklahoma
CRAWFORD, Kelly vs. Universe, et ala
COURT: 6th Judicial District, Lamar County, Texas
GILES, Ida M. vs. Universe, AlA Insurance & AlA services
COURT: An appeal to Texas Supreme Court
HARTMAN, Rosemary vs. universe, et ala
COURT: 319th Judicial District, Nueces County, Texas
HAZELWOOD, Antje vs. Universe & AlA Insurance
COURT:
345th Judicial District Court, Travis county, Texas
MURPHY, Barbara va. Universe Life, Washington National & Preuaz
COURT:
Circuit Court, Knox County, Indiana
SWAD~EY, William vs. Universe Life & AlA Insurance
COURT: 80th Judicial, Harris County, Texas

The above listed cases are claims related litigation occurring
in the normal course of business.
GROSECLOSE, Diana vs. AlA Insurance & AlA Services
COURT:
Second Judicial District, Nez Perce County, Idaho
The above listed case is a wrongful termination action.
The company further certifies that as of August 15, 1995, the
following is true, correct and complete:
Neither the Company nor any of its Subsidiaries is in default
with respect to any adjudicatory order, writ, injunction or
decree of any Governmental Authority, nor a party to any cease
and desist order, supervisory agreement or arrangement,
consensual or otherwise, with any Governmental Authority,
except as set forth below:

AFFIDAVIT OF RODERICK C. BOND

ALASKA
5/19
7/27

Suspension of certificate of Authority
AGREEMENT TO SUSPEND SALES AND REVOKE SUSPENSION

CALIFORNIA
6/3/94
letter proposing voluntary agreement to cease business
6/20
AGREEMENT TO CEASE WRITING NEW OR RENEWAL BUSINESS
. IDAHO
4/26/94

VOLUNTARY AGREEMENT CQNCERNING SUPERVISOR

ILLINOIS
4/26/94
7/27

Order of Suspension
STIPULATION AND CONSENT

IOWA
8/25
9/6

Suspension of Certificate of Authority
RECISSION OF SUSPENSION AND DISMISSAL

MISSISSIPPI
5/6/94
Notice to Show Cause why Cert. of Authority should not
be suspended
9/8
SUSPENSION OF CERTIFICATE OF AUTHORITY
MISSOURI
6/3/94
7/6

Notice of Institution of Case/Statement of Charges
Indefinite Continuance

NEBRASKA
10/28

CONSENT ORDER TO SUSPEND NEW SALES

OKLAHOMA
4/6/94
5/26

Notice of Hearing w/ Suspension Instanter
TERMINATION OF SUSPENSION INSTANTER

OREGON
3/23/94
8/18
11/2

Voluntary suspension of sales
CONSENT ORDER
Suspension of Certificate of Authority
Amended Suspension of Certificate of Authority

TEXAS
3/22/94
5/17
10/13

Cease & Desist Order
CONSENT ORDER
FINAL CONSENT ORDER

6/30

UTAH
9/9/94
10/12

Notice of Informal AdjudicatiVe Proceeding regarding
Suspension of Certificate of Authority
discussions w/ Department determined that Order can be
lifted by informal presentation When Universe establishes
that it meets capital & Surplus requirements

AFFIDAVIT OF RODERICK C. BOND

WASHINGTON
3/16/94
Voluntary withdrawal from insurance market eff. 1/31/94
due to legislative reforms
7/7
request by Dept. for agreement to cease writing
8/18
AGREEMENT TO CEASE WRITING NEW BUSINESS
WYOMING
6/6/94
7/28

Order of Suspension of certificate of Authority
STIPULATION AND CONSENT ORDER

IN WITNESS WHEREOF, I have hereunto set my hand and affixed
the corporate seal of AlA Services corporation this
day of
August, 1995.
Daniel L. Spickler, Secretary
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SCHEDULE 3.11
I, DANIEL L. SPICKLER, hereby certify that I am the duly
elected,
qualified,
and acting Secretary of AlA services
corporation, a corporation organized and existing under the laws of
the state of Idaho, and as such Secretary am the keeper of the
records and seal of said corporation.
The company certifies that as of
following is true, correct and complete:

August

15,

1995,

the

Absent the Bank's written consent, certain of the transactions
contemplated by the stock Redemption Agreement would violate
various provisions of the First Interstate Bank loan documentation.
Negative covenants in section 4 of the First Interstate Bank
Loan Agreement dated December 1, 1986 would be violated by (i) the
issuance of the Series C Preferred Stock, if and to the extent such
series C Preferred stock of the Company could constitute
11 indebtedness
for borrowed money"; (i1) redemption of Reed J.
Taylor's common stock of the company; (iii) issuance of the
Company's promissory notes to Reed J. Taylor in payment of the
redemption price for his stock; and (iv) the grant to Reed J.
Taylor of a security interest in the stock of AlA Insurance, Inc.
and Farmers Health Alliance Administrators, Inc. stock.
The
distribution of AlA Insurance, Inc. stock to AlA Services
Corporation might also violate the Loan Agreement covenant against
purchase or other acquisition of the securities of any other person
or entity.
The grant to Reed J. Taylor of a security interest in the
stock of AlA Insurance,
Inc. and Farmers Health Alliance
Administrators, Inc. could violate the Security Agreement related
to the First Interstate Bank Loan Agreement, which requires that
dividends on the Universe Life stock pledged as collateral for the
First Interstate Bank loan, "including cash and stock dividends",
must be delivered to the Bank to be held as additional Collateral.
Further, to the extent AlA Insurance, Inc. 's commission income is
deposited in any deposit account with First Interstate Bank, such
commissions constitute Collateral for the First Interstate Bank
loan pursuant to the terms of the security Agreement; and the
pledge of such commissions to secure the Company I s redemption
obligation to Reed J. Taylor and the subordinated pledge of such
commissions to secure certain obligations to Centennial Life
Insurance Company would violate the Security Agreement.
The
Security Agreement would also be violated, absent the Bank's
written agreement, by the pledge of stock of The Universe Life
Insurance Company to secure the companyts redemption obligation to
Reed J. Taylor.
Absent prior written consent of the Bank, the redemption of
Reed Taylor's common stock (and the issuance of the $1.5 million
note or the $6 million note payable to Reed J. Taylor if such
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additional indebtedness would impair the priority, effectiveness or
enforceability of any lien or security interest in favor of the
Bank) would also violate the First Interstate Bank workout
Agreement dated July 29, 1994.
The grant to Reed Taylor of a
security interest in the stock of The Universe Life InsuranCe
Company,
AlA Insurance,
Inc.
and Farmers Health Alliance
Administrators, Inc. could constitute an !lother disposition" of all
or sUbstantially all of the company's assets in violation of the
Workout Agreement.
In addition, the Company is currently in default of certain
financial covenants contained in the First Interstate Bank Loan
Agreement. Those covenant defaults are described in the attached
letter to First Interstate Bank from Rick L Johnson, the Company's
Vice President, Finance.
Article Fourth of the Company's Amended and Restated Articles
of Incorporation contain certain financial and other covenants for
the benefit of the holder of the series A preferred stock.
The
holder of the Series A Preferred Stock contends that the Company is
currently in breach of certain of those covenants.
However, the
holder of the Series A Preferred stock has consented to such
transactions and has conditionally waived any preferred stock
covenant defaults.
Copies of the relevant letter agreements are
attached.
IN WITNESS WHEREOF, I have hereunto set my hand and affixed
the corporate seal of AlA Services Corporation this
day of
August, 1995.
Daniel L. Spickler, Secretary
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DRAFT

I, R. Jo.HN TAYLOR, hereby certify that I am the duly elected, quaHfied, and acting
President of AlA Services Corporation, a corporation organized and existing under the laws of
the State of Idaho.
The Company certifit!s that as of August 15, 1995, the following is true, correct and

{;OITIplete:
(a)

The Debit Balance of Reed J. Taylor has been eliminated and no further
obligations are owed by him to the Company;

(b)

The CAP Service Center Balance as of May 1, 1995 has been eliminated and no
further obligations are owed by Reed J. Taylor with respect to the CAP Program
except for amounts due for equipment, services or payroll after May 1, 1995 but
not reimbursed by CAP Program to AlA Insurance, Inc.;

(c)

All conditions to Closing as set forth in Section 7.1 of the Stock Redemption
Agreement have been satisfied, except as set forth on the attached Schedule III
and/or on the various other Schedules referenced in Article III of the Stock
Redemption Agreement;

(d)

All representations and warranties of the Company set forth in the Stock
Redemption Agreement are true and correct, except as set forth on the attached
Schedule III and/or on the various other Schedules referenced in Article III of the

Stock Redemption Agreement;
(e)

Except as set forth in the attached Schedule III <1 I.e.), the conditions set forth
in Section 3.2 of the Stock Redemption Agreement have been satisfied;

(f)

The Company agrees that for purposes of Section 5.l(c) of the Stock Redemption
Agreement, the retained earnings of the Company as of the Closing shall be
deemed to be equal to the retained earnings of the Company as of June 30, 1995;

(g)

The Company's working capital is equal to at least $500,000;

(h)

The Company's current ratio is equal to at least t.1 to 1~

(i)

The Company's ratio of Consolidated Long-Term Debt-to-Consolidated Net
Worth, as described in Section 5.1(f) of the Stock Redemption Agreement is
equal to at least 3.6 to 1; and
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Reed J. Taylor is released from all other obligations outstanding as of this date
(except those obligations that arise under the Stock Redemption Agreement and
any and all undisclosed obligations incurred by Reed J. Taylor on behalf of the
Company or any of its Subsidiaries which are not reflected on Company's books
and records or its financial statements).

IN WITNESS WHEREOF, I have her.eunto set my hand and affixed the corporate seal
of AlA Sexvices Corporation on this 15th day of August 1995.

R. Johrt Taylor, President
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. .::xcept those such obligations that
, Tnc. General Agency Agreement
August 1, 1995 and any of Company's retirement
Shareholder\s vested rights thereunder).

.er the Agreement, the

jdendum thereto dated
if and to the extent of

Each capitalized term not otherwise defined in this Certificate shall have the meaning given it
in the Agreement.

IN WITNESS WHEREOF,

I have hereunto set my hand this _ _ day of August 1995.

REED J. TAYLOR
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SCHEDULE 5.1
I, R. JOHN TAYLOR, hereby certify that I am the duly elected,
qualified, and acting President of AIA Services corporation, a
corporation organized and existing under the laws of the state of
Idaho.
'
The Company certifies that as of August 15, 1995, there are no
present exceptions to the Covenants set forth in section 5. 1 of the
stock Redemption Agreement dated July 22, 1995, by and between Reed
J. Taylor as "Shareholder" and AIA Services Corporation as
"Company".
IN WITNESS WHEREOF, I have hereunto set my hand and affixed
the corporate seal of AIA Servioes Corporation this
day of
August, 1995.
R. John Taylor, President
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SHAREHOLDER'S CWSING CERTIF1CATE

I, REED J. TAYLOR, hereby certify to AlA Services Corporation ("Company"). in
accordance with Section 2.6 of the Stock Redemption Agreement dated July 22, 1995
("Agreement") between me and the Company, that as of August 15, 1995 the following is true,
correct and complete:
(a)

All conditions to Closing as set forth in Section 7.1 of the Agreement have been
satisfied or are hereby waived.

(b)

All representations and warranties of the Shareholder set forth in Article IV of
the Agreement are true and correct.

(c)

The Company and each of its Subsidiaries and their respective directors, officers,
shareholders, employees, other agents, successors and assigns are hereby fully
and forever released, discharged and indemnified by Shareholder from all claims,
causes of action, demands, rights, damages, costs, expenses, fees, compensation,
liabilities and other obligations to Shareholder of whatever kind or nature now
possessed by or which may hereafter accrue to Shareholder in his capacity as a
creditor, shareholder, officer, director, employee or other agent of Company or
any of its Subsidiaries or otherwise, on account of or arising out of any
agreement with or any act or omission by any released party at any time prior to
the date hereof. whether the consequences thereof are now existing or may

holder or' the ser~es A i:-:r:'ererrea ti-C:OCK--nas cc)nsen\.-eu-":i::\:;-~;tu0i'
transactions and has conditionally waived any preferred stock
covenant defaults.
Copies of the relevant letter agreements are
attached.
IN WITNESS WHEREOF, I have hereunto set my hand and affixed
the corporate seal of AIA Services corporation this
day of
August, 1995.
DanIel L. spickler, Secretary
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Cairncross & Hempelmann, P.S.
70th Floor, Columbia Center
701 Fifth Avenue
Seattle, Washington 98104
(206) 587-0700
(206) 587-2308 (fax)
To: Richard A. Riley

From: Scott T. Bell

Fax Number: 1-208-344-8542

Company: Cairncross & Hempelmann

Date: 4/11/95

Time: 16:22:10

Subject: Microsoft Word - 43AIALOI.DOC

For Information Call: (206) 587-0700
Fax Number: (206) 587-2308

Gentlemen:
Attached is a letter of intent for the proposed redemption of 500,000 shares of common stock of AlA Services
Corporation held by Reed Taylor. I look forward to working with each of you to consummate the transaction.
Please call with your questions or comments. Dick, I would appreciate your delivering a copy of the attached draft
to Bruce Sweeney.
Thank you.

EXHIBIT
AFFIDAVIT OF RODERICK C. BOND
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April_, 1995
Mr. R. John Taylor
AIA Services Corporation
One Lewis Clark Plaza
P.O. Box 538
Lewiston, Idaho 83501

Re:

Redemption of500,000 Shares of Common Stock

Dear John:
This letter summarizes the terms and conditions under which I am prepared to redeem
500,000 shares of Common Stock (the "Shares") of AIA Services Corporation (the "Company")
held by me. As you know, the fundamental terms of the redemption are addressed in the option
(the "Option") that was granted to Centennial Management Services, Inc. and that was later
assigned to the Company. The following terms and conditions are intended to resolve the major
issues that were not addressed in the Option:
1.
Date of Exercise. Prior to or simultaneously with the exercise of the Option, (a)
The Universe Life Insurance Company ("Universe") shall have distributed to the Company all of
the outstanding capital stock of AIA Insurance, Inc. ("AIAI") and Great Fidelity Life Insurance
Company ("Great Fidelity") as a dividend, (b) all of the outstanding Series A Preferred Stock of
the Company shall have been redeemed, and (c) any required consents from third parties and
governmental and regulatory agencies regarding the terms and conditions of the exercise of the
Option shall have been obtained [Reed & Ernie: note that consents are required from the
Idaho Department of Insurance, based on the April 26, 1994 agreement you gave me, and
from First Interstate, assuming that amounts are still owing under the August 3, 1994
workout agreement you gave me; other consents may be required). On the date of exercise
("Closing"), the Company will deliver a cashier's check to me in the amount of $1.5 million,
which represents the down payment of the exercise price.

2.
Promissory Note. At Closing, the Company will deliver to me a promissory note in
the amount of $6 million (the "Note"), which represents the balance of the exercise price. The
Note will bear interest, adjustable quarterly commencing three months from Closing, at a per
annum rate equal to the prime rate, as published in the Wall Street Journal (the "Prime Rate"),
plus one-quarter percent ('14%). The Prime Rate as of Closing will determine the interest rate for
the fIrst three-month period, and the Prime Rate as of each adjustment date will determine the
interest rate for the three-month period following such adjustment date. Interest-only payments
will be payable monthly commencing one month from Closing. All principal and accrued but
unpaid interest will become due and payable on the tenth anniversary of Closing. The Note may
not be prepaid in whole or in part unless the Company pays a prepayment penalty equal to the
difference between (a) the highest marginal federal income tax rate in effect on the date of
prepayment multiplied by the amount prepaid (the "Taxable Amounf') and (b) the present value,
discounted from the due date of the Note at a per annum rate equal to the per annum interest rate
payable on the Note as of the date of prepayment, of the Taxable Amount. For example, if the

AFFIDAVIT OF RODERICK C. BOND

R. John Taylor
April -.-/ 1995
Page 2
highest marginal federal income tax rate in effect on the date of prepayment is 30% and the
amount prepaid is $500,000, the Taxable Amount is $150,000. If the prepayment is made on the
fIrst anniversary of Closing, and the interest rate on the Note on such date is 9% per annum, then
the prepayment penalty is $83,069.30 (that is, $150,000 minus $66,930.70, the present value of
$150,000 discounted over nine yeara-at a rate of9%).
3.
Security for the Note. In lieu of the letter of credit previously agreed upon, I am
willing to accept the following security for the Notes: (a) a pledge by the Company of all of the
outstanding capital stock of Universe, AlAI and Great Fidelity, (b) a fIrst-priority lien in all of the
assets of the Company, Universe, AlAI and Great Fidelity and (c) a zero-coupon bond in the
amount of $6 million that matures on the due date of the Note. These pledges and security interest
grants will be evidenced by stock and bond pledge agreements and security agreements reasonably
satisfactory to the Company and me.
4.
Representations and Warranties of the Company. The Company will provide
representations and warranties which are standard in the context of a significant stock redemption
and extension of credit. The Company's counsel will provide me with a legal opinion reasonably
satisfactory to me.
5.
Covenants of the Company. The Company will agree that, until the Note is paid, it
will comply with certain covenants and fmancial ratios. Unless I consent otherwise, among other
things, the Company (a) will provide monthly fmancial statements, prepared in accordance with
generally accepted accounting principles ("GAAP"), within 20 days of the end of each month, (b)
will provide annual audited financial statements, prepared in accordance with GAAP, within 90
days of the end of each fiscal year, (c) for each fiscal year commencing with the year ending
December 31, 1995, will maintain total revenues and net income of $33,590,000 and $2,690,000,
respectively, (d) for each month (including the final glOnth of each fiscal year), will maintain total
assets and total stockholders' equity equal to at leas1#69,955,000 and $5,975,000, respectively, (e)
for each month (including the fmal month of each fiscal year), will maintain certain working
capital levels and certain current-asset-to-current-liability and debt-to-equity ratios, to be
reasonably agreed upon based upon the projected financial information summarized in the
Company's Confidential Private Placement Memorandum dated January 12, 1995, (f) for each
month (including the fmal month of each fiscal year), will not allow deferred policy acquisition
costs to exceed 40% of total assets, (g) will not pay any dividends, increase the amount of
compensation payable to Company management, or loan funds to any affiliate, (h) will not
transfer or encumber any material assets, (i) will use its best efforts to cause me or my designee to
be elected to the board of directors of the Company, (j) will allow me and my designees to inspect
the books and records of the Company and its subsidiaries during reasonable business hours, etc.
6.
Defaults. Events of default will include (a) failure to pay any amount due under the
Note when and as it comes due, (b) breach of any representation, warranty or covenant made to
me in connection with the transaction, (c) insolvency of the Company or any of its subsidiaries, or
a general assignment by the Company or any of its subsidiaries for the benefit of creditors, (d) any
bankruptcy or similar proceeding in which the Company or any of its subsidiaries is the subject, or
(e) any default under the Note or the pledge agreements or security agreements securing the Note.
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Upon default, the Note will bear additional interest of five percent (5%) per annum, and I may
accelerate amounts payable under the Note. I will also be entitled to exercise all remedies,
including but not limited to those under the Uniform Commercial Code.
7.
Consulting Agreement. The Company will enter into a three-year consulting
agreement with me pursuant to which I will provide up to three days per month of consulting
services. The Company will allow me to use my existing office (or its equivalent) during my
hours of consultation. During the period of the consulting agreement, I would agree not to
compete with the Company. For my services, the Company will pay me $170,000 per year. The
warrants or options that we discussed previously will be addressed separately.
8.
Debit Balance. I understand that, at Closing, I will have a debit balance with the
Company of approximately $400,000. We previously discussed writing off that balance at
Closing. I am prepared, however, to payoff the debit balance as consideration for the difference
between the price to be paid for the Cessna 411 (discussed below) and its blue book value. At
Closing, I will payoff any debit balance through the redemption of a portion of the shares of
Common Stock held by me that are not subject to the Option. The redemption price will be $15
per share.

9.
Airplanes. At Closing, I will purchase the Cessna 441 "Conquesf' by assuming the
principal balance of the note payable to Cessna, which I understand was approximately $689,000
at March 1, 1995. The smaller airplanes, the Cessna 206 and the Piper Cub, will be transferred to
me at Closing without consideration.
The obligation of the parties to perform in accordance with the foregoing terms and
conditions is subject to the preparation, execution and delivery of definitive documents. If the
foregoing meets with your approval, please countersign where indicated below. Upon receipt of
your countersigned copy, I will instruct my attorney to prepare definitive documents reflecting the
foregoing.
Very truly yours,

Reed J. Taylor

Agreed and accepted this _

day of _ _ _ _ _,' 1995.

AIA Services Corporation
By______________
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LAW OFFICES

CAIRNCROSS

& HE1v1PELMANN, P.S.

A PROFESSIONAL SERVICE CORPORATION

70TH FLOOR, COLUMBIA CENTER
701 FIFTH AVENUE
SEATTLE,WASHINGTON 98104-7016

(206) 587-0700

FAX: (206) 587-2308

MEMORANDUM

To:

Richard Riley

From:

Scott Bell

Re:

Redemption of Reed Taylor Stock

Date:

April 18, 1995

This memorandum is in response to Bruce Sweeney's letter dated April 14, 1995 (the
"Sweeney Letter"), and should be read in conjunction with the draft letter of intent I faxed to you
on April 11, 1995 (the "Letter of Intent"). Capitalized terms not otherwise defined shall have the
respective meanings ascribed to them in the Letter ofIntent.
1.
Dividend of Great Fidelity. We agree that the stock of Great Fidelity need not be
distributed by Universe as a dividend to the Company as a condition to exercise of the Option.
2.
Redemption of Series A. We are aware of the terms of the agreement with Reed
Taylor's former wife as set forth in the letter agreement dated January 11, 1995 signed by the
Company, Reed Taylor, Donna Taylor and Cumer Green (the "Green Letter") and in the
Amended and Restated Articles ofIncorporation of the Company (the "Amended Articles"). The
Company has the right to redeem the outstanding Series A Preferred Stock in full, with or
without the consent of Ms. Taylor and regardless of the success of the Series B fmancing. As to
the necessity of exercising the Option as a condition to closing the Series B fmancing, please
note that we expected that the Option exercise, Series B closing and Series A redemption would
all occur simultaneously.
The Letter of Intent requires the full redemption of the Series A Preferred Stock because
.we understand that the redemption transactions contemplated by both Reed and the Company
will violate Article IV of the Amended Articles. If our understanding is not correct, the full
redemption of outstanding Series A Preferred Stock will not be required in connection with the
exercise of the Option. Reed understands that his Note will be subordinated to payment of the
redemption obligations to Donna in accordance with the Green Letter.
EXHIBIT

AFFIDAVIT OF RODERICK C. BOND

1

~22

04118/9510:42 AM

\

12

3.
Interest Rate. The Letter of Intent contemplates an interest rate of prime plus Y4%.
This interest rate mirrors the rate set forth in the Option. Reed feels strongly that both parties
should endeaver to abide by their agreements as set forth in the Option.
4.
Prepayment. We are willing to agree to prohibit prepayment without the written
consent of Reed.
5.
Security for the Note. The Letter of Intent contemplated that the zero coupon
bonds would secure principal, and that the stock pledges would secure interest. Your proposal
seems to be that the bonds would ultimately secure both principal and interest, which is
acceptable to Reed as long as the face amount of the bonds equals $6 million and the weighted
average interest rate on the bonds reasonably approximates projected prime plus Y4%.
We understand that neither First Interstate nor the holder of the Series A Preferred Stock
holds any security interest in the stock of Universe, AlAl or Great Fidelity. Aside from the
previously agreed upon subordination to the the Series A Preferred Stock, we are unaware of any
interests to which the stock pledges would be subject.
Please advise as to any restriction on the proposed stock pledges imposed by insurance
laws.
Reed agrees that the grant of a security interest in the assets of the Company, Universe,
AlAI and Great Fidelity is not necessary. Reed also agrees that as soon as the bonds are available
as collateral, he will release his stock pledges as long as his security interest in the bonds has
priority and is perfected.
6.
Representations and Warranties. We will prepare representations and warranties
that are reasonable and that we expect you will find acceptable.
7.
Covenants. Your proposed quarterly and annual financial statement reporting
arrangements are acceptable.
The total revenues and net income figures in the Letter of Intent were extracted from the
1995 projections in the Company's Confidential Private Placement Memorandum dated January
12, 1995 (the "Memorandum"). We acknowledge that the projections represent only a reasonable
approximation of expected results, and now agree that failure to meet projections should not
trigger a default of the Note. On the other hand, in light of Richard Campanaro's statement in his
letter dated April 17, 1995 (the "Campanaro Letter") that the Company's net loss for 1994 will
approximate $4 million, we believe that a 1993-1995 annual average fails to adequately protect
Reed's interest. We propose that the Company covenant that it will maintain annual net income
of at least $1.5 million. In lieu of a covenant regarding total revenues, we propose that the
Company covenant that its consolidated number of health andlor life policy holders be
maintained at a level equal to at least 90% of the December 31, 1994 level.
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We agree that the Company need not provide a covenant regarding total assets. Given the
emphasis of the regulatory authorities on stockholders' equity, however, a covenant regarding
equity will be required. The $5,975,000 figure in the Letter of Intent represents projected yearend 1995 stockholders' equity as set forth in the Memorandum, and was presumably calculated
based on the assumption that Reed's shares would be redeemed during 1995. If this figure is
inappropriate, please propose an alternative.
Reed is currently analyzing the ratios set forth in the Amended Articles.
Given the considerable flexibility allowed to the Company under GAAP rules regarding
deferred policy acquisition costs, the covenant set forth in section 5(t) of the Letter of Intent is
required to allow the Company's balance sheet to maintain period-to-period consistency. We are
willing to delete the prohibition on management compensation increases and to limit the
dividend restriction to cash or property dividends by the Company to its common shareholders
(i. e., stock dividends and dividends to holders of preferred stock are acceptable). Funds can be
loaned to direct or indirect subsidiaries. The restriction on transfer or encumbrance of material
assets is necessary to preserve Reed's position, and is standard in credit arrangements of this
nature. Inspection rights are also standard.
8.
Defaults. With respect to "technical or minor defaults," Reed is willing to provide
written notice and a 30-day opportunity to cure. With respect to prepayment, installment sales
federal income tax treatment is important to Reed. The proposed prepayment penalty set forth in
section 2 of the Letter ofIntent reflects the true economic value to Reed of this tax treatment. We
propose that in lieu of the 5% default interest rate increase, the Company would be required upon
default and acceleration to pay a default penalty equal to the prepayment penalty outlined in
section 2 of the Letter of Intent. Upon payment of such penalty, the Company would be entitled
to prepay upon any of the events outlined in section 6 ofthe Sweeney Letter.
9.
ConSUlting Agreement. Reed agrees that he will covenant not to compete with the
Company in the farm-related association group health business for so long as the Note is
outstanding or for the period of the consulting arrangement plus three years, whichever is longer.
The $170,000 annual compensation proposed in the Letter of Intent represents the average of the
three years agreed to by Reed and Bruce Sweeney. The options and warrants mentioned in the
Letter of Intent would not be granted or issued by the Company and thus need not be addressed
in the proposed transactions.
10.
Debit Balance and Airplanes. We view the debit balance, the Cessna 441, and the
two smaller airplanes as three discrete issues.
Reed and the Company previously agreed verbally that the debit balance would be
written off. To avoid phantom taxable income, however, Reed would prefer that he redeem
shares to retire the balance. We view his willingness to redeem as a benefit to the Company.
The original terms of the Option provide that the two smaller airplanes will be conveyed
to Reed without additional consideration.
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With respect to the Cessna 441, we invite the Company to propose a sale price for Reed
(bearing in mind the wholesale value of the plane and the transaction costs associated with its
sale to an independent third party).
Given the time pressures involved, we have commenced the drafting of defInitive
documentation for the proposed transactions, notwithstanding that certain issues remain
unresolved. We hope we have been, and plan to continue to be, cooperative with the Company,
and hope that the thoughts set forth in the Campanaro Letter do not reflect the views of the
Company as a whole. If you or Mr. Campanaro believe that a meeting would be productive, Reed
and I are certainly willing to participate.
I enjoyed speaking with you yesterday, and look forward to continuing our joint efforts to
complete the proposed transactions.
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April 21, 1995
[vIr. R. JObl Taylor
ALA SCfV ICQs Corporation
On~ Lewis C!nrk Plaza

P.O. Box 538
Lewiston, Idaho 83501
Re:

Redemption of Shares of Comlllon Stock of .LVA Services Corporation

Dc,,'\I John:
This letter Gonstitl,lt.;:s D. binding letter of intent regarding the redemptioll by AlA S<.:rvices
Corporation (the "Company'') of nil of tho:;: Gl3,494 share~; of ComnlOn Stock (the "Shares") of the
Company held by mao

I.
Redemption Price and Closinrr. The aggregnte consider:ltion payable to me or my
assignee! tor the Shares shu.ll consist of (i) n cash dOWJl payment of $1.5 million., (ii) ll. promissory
note in the principal 'am()unt of $6 million (the "Note"), (iii) title to the CC$sna 441, Cessna 206
and Piper Cub airplanes clllTcntly owned by th~ Company (the '·AirplruNS"). (iv) eliminarion of
any "debit bala11cc:" olltstanding, (v) i'llimiJ1:1tion of any "CAY Services Center balance"
outstanding, (vi) title to the finnishings, fh,1nre$ and equipment cUlTently being us(;d ill cOllllection
with the CA.P program, subject to the reloc<ltioll of the CAP prognm1 business on or about June 1,
199:5; and (vii) elimination of any expenses payuble with respect to the CAP progrnm_ The
. Company wiH cooperate with me regarding the allocation of such consid-cl'ation among the
'vn.rious items so as to mi.njmizc ndve(se ta.:x di~cts tD me. At the time of ~ortstlmma.tioll of th~
redemption ("Closing"), the Compauy wili deliver to me (1) n cashief's check in the IlmOtlnf of
:s 1.5 million, (ii) ti.tle to the Airplanes, subject only to those liens outstanding ~lS of December 31,
1994 and my written assumption of the debt secured by such liens, and (iii) acknowledgement by
tht: Comp,ll1Y that no amounts are owing pursuant to the "cicbit balance," "CAP S.::rvices Centre,
bal.'l.nce" Or CAP progrnm cxp¢nse accOl1nts then outst.anding with the C')111pany. Prior to or
sinlllitaneollsly with Closing. (n) The Universe Life InslIrance Compan.y ("Universe shaH have
distributc::d to the Company all of tlle outstJ.Jlding en.pital slock of Fanners Health Alliance
Adrninistl'nton, IIIc. dba ALt\. Insurance ("Fanners") as a diVidend, and (b) n.ny required consents
frOlYl. third purties and governmenta.l and regul~tory agl;:f)cies regarding the tem1S and conditions of
the proposed transactions ·"tlllJl h;lV":': been obtained_
H

)

Pnlmissory tJote. The Note wirl be:lr intc:rest at a. per ill1l1l1lTl rate equal to 8V,g·o.
2.
Interest-only paymellt.s will be payable monthly commencing one month ii-om Closing. All
principal ~md accrued but unpaid int'erest will become due and payable On the t~nth anniversary' of
Closing. The Nnr~ may not be: pr,,;paid in whole Or in pnrt uflles.\: agreed to by m~. I undc(s!<md
lhat the Not~ will bc subordinated to paYlllc:nt of rhe: redemption obligations O\ved by the
CompMY to my fOffnt:r wife in 3cr.ordance Ivith th.;; letter agreement dated January 11, 1995
signed by the Company, Reed Taylor, Dormn Taylor and CU01C:f Green.
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3.
Sccu)'it-.r f()r the Note, The Note will be seqlred by th<?; tollowing: (a) n pledge by
the COmpill1Y of all of the outstanding capitd stock ofUnivefse, AlA Insurance, Inc. ("ALAI'') and
Fnrm.:':l's. and of nny after-acquired stock tilat it receives as a dividend trom Universe (including:
stock of Great Fidelity Life Insurance Company), ALi.\.l or F[lmN{'s (the "Stock Pledges") and (b)
an assignment of all illsw'ancG commissions payabJ~ to the Company and/or its direct or indirect
slIbsidiaries (the "Commission Assignment"').
The s~curity i.nterest ,8[i\lIted to me i.n th~ stock of AlAI D.1),d f:1.l1n<;;rs will be first-priority,
perfected int.;:rests. I ilckJ10\v[cdge that First Interstate holds a prior s~curity interest in the stock of
Ul1iv~rse (tli~ "Universe Stock"); at Closing, the Company will ddiver instructions to Firs.r
Interstate (i) to dc:!iv<!f all certificates fe.presenting Ihe: Univ<':(se Stock to me upon sutisfnction of
tilt;! First Ink:rsrat.;: obligations secured by such stock, to alltw/ my s<!curity interest in stich stock to
be pe:rf~cted LInd Cii) that the Company has agreed '.'lith me not to increa.$C: the DIllount of the first
mterstate obligations thut .11''':: secured by th.: Unive[$Q Stock,

Upon deliv'ery to me of a fLest-priority, perf~£:'.ted seclJritj· interest in one or more zerOcoupon bonds which hn ve a future value, (l.s ofthe due date of the Note, eq~,al to $6 million, I wiI!
release the Stock Pledges. TIle Cornpany will use its best r:lffoliS to ddiver such security interest
to fne i:\S soon as possible, and will :lppJy uny statutory gain from the sale of Gr;;;at Fidelity and the
nd procc:t:ds front any public offering to the purchase of zero-coupon bond!.: for snch p~lrpO!;e.
Such zero-coupon burtds must be j:;sued by ng<;)ncies of the U.S. government or other ()bligors
acceptable to me. Unless soon<'?;r accomplished, the Compuny will purchase 'and graIlt to me a
security interest in such bonds upon the consurmmttion oh. public offering by th,~ Company.

111e Commission Assignment will be a fil'st-priority, pc:rfected .~ecmity intel'8st i,l ttli
commission revenues received by or on behalf of the Company andior ils di.rect Or indirect
sllbtliciiaries. "Lockbox" procedures will be implemGnted Qr continued, to my satisfaction. vv'ith
respect to all such commission revenueS to Gllsure my immt:;:diatc:: and unlettered access to such
r8\1enU"S upon defn.ult by the Cornpany.
-aGility to realize against tll<! security interest
rapresented by the C;oJ11missi{~n Assignment will be limited t() (i) \\.'1111 respect to llny dt::fll.ult
rr::sulting solely t}-om failure to mn.k.:: ttny intcre~t-t)nJy pnymt:;nt under the: Note as and wh~·n slich
paym8nt comes dUe, I will be entitled (0 colkcr the :lmOllnt of the pnst dtle payment and (ii) with
respect to any other default, following any applicable curt period, r will be entitled to collect the
present value, ca/c:;u(n.t<':d at a per annum r(lte of 8~14%. l)f nil rC1l1nining int.;:res1-only payments to

My'

be made I.Ulder tho N(lta until man.lrity .

.'--\11 plt:dgcs and security intereM grants will be evidenc<!d by stock aud bond ptedge
agreements uod securi.ty ugre~rllC::11 ts reu:;ol1:t.bly S<l1j"t:"lctory to the Company and me,

4.
B:,presentntir)ns a~~d \X/an-anties of the Compru!~'. The Company will providre
representations ancl wan-anties which Me standard in thl:) context of a significant stock redemption
nnd c:-..'tellsion of crc::dit. Such representations and wnn-<ll1r-ies will incllld~ those given to holders of
Sr:Ties A Prd~~ITed Stock nrld first l.l1ter:"tat...:. The COl1lp::mv's c.ou!lsel will provide me with a
lcgal opinion fcusombly sntisfactory to me.
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j.
Coven~nts of rhe Cornpanv. The Company will agree that until the Note: is paid, it
\vill comply vvlrh certain covemwts and tinullciail'atios. The Company and r will seek to base stich
covenants nnd ratios on the covenilllts and (':ltk1S currently in p!a~ with respect to the Com pa..ny , s
Series A Preferred Stock and its relationship with First lnterstrrte. Such COVell.:UltS. will include
agre~fnents That the Comp:tny (a) will provide quarterly financial statements, prepared in
accord!l.nce with genendly acct:pted accoul11ing principles C'GA.4.P"), \vithin 45 days of the end of
c{\ch tis cal qu:uief, (b) wtH provide lU'!nllal ulldito:d finnnci1l.i statements. prepared in accordance
\\lith GA.A.P, rvithin 120 days of the e:nd of each tb::;al YeLlr, (c) will maim",in c.::tiain monthly
working capitnl and sharehold~rs' ~gulty levals and certain monthly curr<:nt-il$:;eHo-ctlrrentliability and de:bt-to~eql\ity ratios, to be relSoI1ably agreed llpon, (d) \.-vill not loan f~lnds· to any
affiliate that is not (\ direct or indirect wholly-owned subsidiary (other than :my loans that <Ire
currently t'e(p.!ired to be made 10 or tor the benefit of the Company's exi;;ting employee stock
o"'. . nership plan), (e) will not transfer or encuml-x;lr au)'" material ass~ts outside of the ordinary
course {)f busin.;:ss, Cf) will use its best efforts to cause me or my designee (who sbull be:
rl';asonablyacc;;::pt.lbLe to tha Compn.ny) to be ek:cted to the board of directors of the Comp:my, (g)
for so long as [ do not s.;(ve On the board; \;vill allow me and my designees (who shall be:
reasonably acceptable to the Company) to ins~ct the books and records of the Company and its
subsidi.1ries durillg reasonable business hours, dc.

6.
DefaulTS. Events of defi'i.Ult will include (a) failura to pay any (U110lmt due Llfider the
\vithin three days of its due dare, (b) bre<lch of any mat<'!rial written representation, warmnty
Or cC?vemUlt made to me in COlllltction with the transaction, foIlovlltlg \-\intten notice and a 30·day
opportunity to cure, (c) insolvency of the Company or any ()f its mUTerial direct or indirect
_subsidiaries. or :l ganeto.! assignment by the Company or any of its direct or indiroct subsidiaries
for the benefit of creditors, (d) any banknlptcy Of similar proceeding in .vhich the Company or
any of its mateo:d dil'ect or indirect subsidb.ries is the subject, (e) any taking of remedial ilction by
First Intersl·ate, holdt;rs of Company preferred stock, or other materitd obJigees of the Comp::lllY
(other than rlle), following an event of default under the respective documents relating to such
obligations or (.f) :my other materi.11 dd'.:tult under the Nota or the pledge agreemen.ts or s':;!cl,.lri1)'
agreements securing tha Note, tbllowing ...vritten notiCe 1ll1J a 30-day opportunity to cure. The
parties inre:;nd to det'inr;; "events of deflluIf' in Q m:1nner reasonably desigflcu to protect my rights
wi1h respect to payment of the NNe and the integrity ()f the collateral secunng slIch payment.
Upon an event of c!e1;'llilt, I may accelerate nmounts payable under the Note. r will liso be entitled
to exercise all remedies, including but not limited to thOSe under the Uniform Commercial Code. I
wil! also become ,\gcnt of record for all farm association tnlsts and/or polic,ics upon an eVent of
dduulr.
N(,)r~

Con:.>ulti{1£>: A2reerl1t'!n~. The Company will enter lnto 11 three-yenr C()fl~;ul!illg
with l11~ pttr~llnnt to which 1 will provide up to three d"y,- pcf month of consul1ing
ServiCes. The C<.mlp(UlY will allow me to liSe acceptrlblc office space rluring my hours of
cOllsullarion. During the period of the con~;1Ilting agre~mcnr lind I'Of <l three-year period thereafter,
or tor so long a::; the Not<:: is outstanding, whichever is longer, I would agree not to compete: with
the Company ill the farm-related ilssocilltion group he~Ltl1 businGSS. Such covenant not to compete:
would te['mim.te UPl)TI <kfault by tl1e Company in iTs ol;Iigarions to TIle. For my service:.:.. the
Company will pay me: :5147.000 pr~I' },e;]L

7.

agreelU~llt
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8.
Release. At Closlng, the Compnny and 1 will each mutually agree to reteas<'l the
other from any and all dJ.ims held with respect to matters other than the obligations outlined
above .

.Although tht: obliga.tion of the parties to perfunn in accordance with the foregoing terms
and conditions is binding, the parties agree that the preparation, e~ecution and delivery of
definitive documents will be accornplished prior to Cloging. If the foregoing meets with your
approva.l, please countersign where indicated below. Upon receipt of yO'll I' countersigned cupy, I
will instruct my attomey to prepare definitive doclIments reflecting the foregoing.

Very truly

A&re~d

and accepted this 21st day' of April, 1995.

"~l,es
By
+r----~~~~
Its -'--J?~--'l--'-----
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CERTIFICATE OF AMENDMENT

OF
AlA SERV1CES CORPORATION

File Nutnber C 74568
I, FETE T. CENARRUSA Secret<l[v of State of the State of Idaho,
"
hereby certify that duplicate originnls of Articles of Amendment to the

Articles of Incorpot'<llion of AlA SERVICES CORPORATION duly ~igned

ct1HJ verlfi€d pursuant to the provisiuns of the Idaho Business Corporation
Act, lwve been received in this office <llld me f01.lnd to conform to 1m".
ACCOI~DINGL Y nlld by "irtlle of the (Iulhority vested in me by

/[)vY, I issUE' thi.5 Certificate of Arnenclment to the j\rtides of Incorporation

<lnd (\ll<lch hereto a duplicate original of tlie Arlicle!'> of J\n.endl'[)enL

._--._--------------+-'
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ARTICLES OF AMENDMENT
TO THE ARTICLES OF lNCORPORATION

ro(

J-,>

OF
AlA SERVICE..'" CORPORATION

'':: f~t~;;f.I !·P":' ~:Ir 51t r~

Pursuant to the provisions of §30-t-58, §30-1-59 and §30-1-61 of the Idaho Business
Corporation Act, the undersigned corporation adopts the following Articles of Amendment to
its Articles of Incorporation, as filed on December 20, 1983 and previously amended on October
14, 1986 and December 29, 1987.
FlRST: The name of the corporation is AlA SERVICF...:s CORPORATION.
'l

··1

SECOND: On March 7, 1995, the shareholders of the corporation adopted and approved
the following Amended and Hestated Articles of Incorporation of AlA Services Corporation,
pursuall!. to which Article f'ourth, Article Fifth and Article Tenth were amended by replacing
them in their entirety.
"AMENDED ANI) RESTATE}) ARTICLES OF INCORPORATION

Of
AfA SERVICES CORPORATION
Except for the arnendment of Articles Fourth, Fifth and Tenth by replacing them in their
enlirety, these Amended and Restated Articles of Incorporation of AlA Services Corporation
correctly set forth without change the corresponding provisions of the original Articles of
Incorporation as hereinbefore filed on December 20, 1983 and amended on October 14, 1986

and December 29, 198"/; and these Amended and Restated Articles of I ncorporation, including
the amended Anicles Fourth, Fifth and Tenth, supersede the original Articles of Amendment and
all previous amendmellts thc(eto.

The name of the corporation is AlA SERVICES CORPORATION.

IDAHO SECRETARY OF STRTE
19950411 0900
79540 Z
CK f: 58727
GUST# COJ68

The periOd of its duration is perpetuaL
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1@
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THIRD
The purpose for which the corporation is organized is for the transaction of any or all
lawful business for which the corporation may be incorporated under the Idaho Business·
Corporation Act.

FOURTH
4.1
AuthQrized CaID1.ill. Thc aggregate number of shares which this corporation !>half
have authority to issue is 6,085,000 shares, of which {,085,OOO shares ·shall be Preferred Stock
and 5,000,000 shares shall be Common Stock ($1 par value). The corporation is authoriz.ed to
issue the Preferred Stock in three series designated as • Series A", consisting of 200,000 shares
of Stated Value Preferred Stock (withoul pm." value); "Series Bit, consisting of 735,000 shares
of 10 % Preferred Stock ($1 par value); and "Series e", consisting of 150,000 shares of 10 %
Preferred Stock ($1 p(lr value). The respective preferences, limitatiolls and relative rights of
each of the three series of Preferred Slock and the Common Stock of the corporalion are set
forth in the following provisions of Article Fourth:

4.2

, . -.

~

A }>referr(~d Stocls.

4.2.1 Gtncral. Each share of Series A Preferred Stock shall have the rights and
preferences conferred in this Section 4.2 of Article fourth. Holders of Series A Preferred Stock
shall have no rights to share in any distribution of Ule profits or assets of the corporation,
whether in the form of cash or slock or dividends or otherwise, except to the extent specifically
provided herein .
4.2.2 NQ Diyidends. The Series A Preferred Stock shall not payor accrue any
dividends.
4.2.3 lk.mand -'or Red~mptiQD.. (;.1) The holder of Series A Preferred Stock
shall have the right to require the corporation to redeem such !>tock fr0111 any legally available
funds upon breach of any covenant of the corporation set forth in this Article Fourth, but only
to the extent such redemption shall not violate the Idaho Business Corporation Act re!-ltrictions
on the corporation's redemption of its own shares. This right may be exercised by giving the
corporation written notice of demand for redemption specifying the default and a redemption
date not less lhan ninety (90) days from the date such notice delivered to the corporation;
provided however that, if the corporation cures such specified default within sixty (60) days after
receipt of such notice by corporation, the right to redeem Series A PreFerred Stock on account
of such specified. default shall be extinguished.
(b)
Thc holder of Series A Preferred Stock shall have UIC right to require the
corporation to redeem such stock from ally legally availa.ble funds at any time after September
14, 1993, but only to the extent such redemption shall not violate t.he Idaho Business Corporation
Act restrictions on the corporation's redemption of its own shares. This right may be exercised
by giving the corporation written notice of demand for redemption specifying a redemption date
after Sepl~mber 14, 1993 and not 1e~s than ninety (90) days or more than one hundred eighty
(180) days from the date such notice is delivered. to the corporation.
ARTfCLES OF AJl;lENDMENT .. Page 2
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4.2.4 Call for RcdcmptiQD. The Series A Preferred Stock may be called for
redemption by the corporation, in whole or in pru1, upon payment of the redemption price from
legally available funds at any t.ime prior to the demand for redemption by the holder of Series
A Preferred Stock. Notice of such caU for redep1ption, specifying the redemption date not less
than thirty (30) days from the date slIch notice is mailed, ~halJ be mailed to each record holder
of Series A Preferred Stock. If fewer than all shales of Series A Preferred Stock are to be
redeemed, the shares shall be redeemed prorata from the hoJders thereof.
4.2.5 Redemption Price If Series A Preferred Stock is redeemed on or before
September 14, 1990, the redemption price is $8.00 per share if paid in a lump sum. If Series
A Preferred Stock is redeellled any time during the three~yeaT period beginning September 15,
1990 and ending on Septel'nber 14, 1993, the redemption price is $8.5U per share if paid in a
lump sum_ If not paid in a Jump sum on or before September 14l 1993, the redemption price
for Series A Preferred Stock is $10.00 per share, provided that the redemption price may be
paid, at the corporation's sole option, in monthly installments on a fifteen (IS) year amortization
schedule beginning on the day after the redemption date and accruing interest at a rate of oneand one-half (]lh) points under the First Interstate Bank of Idaho, N _A., prime lending rate,
adjusted quarterly.

4.2.6 ReDemption Procedure and Effect.
(a.)
u!mp S~!m Pa.YllliW!. If the redemption price is to be paid in a lump sum, tbe
corporation shall deposit, or shall cause its nominee to deposit, on or before the redemption date
specified in the notice of redemption, llll:: aggregate redemption price of the shares of Series A
Preferred Stock to be redeemed with a bank Of trust company specified in the notice, payable
on the redemption date in the amounts and to {he respective orders of the holders of the shares
of Series A Preferred Stock to be redeemed, on endorsement to thc corporation or its nominee
as may be required and upon surrender of the certificates for slIch shares. Unless the
corporation or its nominee fails to pay the lump sum redemption price on or before the
redemption date, the shares of Series A Preferred Stock subject 10 such redemption shall be
deemed to have been redeemed, and shall be deemed no longer to be outstandine, from and after
the redemption date set forth in the notice of redemption. On or after the redemption date.
:}ubjcct only to payment of the redemption price, Series A Preferred Stock so called for
redemption shall cease to be entitled to any interest or right in the corporation; and holders of
such Series A Preferred Stock. shall thereafter cease to be shareholders and shall be entitled only
to payment of the amount of the redemption price, without interest, upon surrender of the
certificates evidencing such stock. If the lump sum redemplion price shall be paid by a nominee
of the corporation, such nominee shall upon such payment become the owner or the shares with
respect to which such payment was made; and certificates of stock may be issued to such
nominee in evidence ,of such ownership.

(b)
Installment Paymtmt. If the corporation elects to pay the redemption priee in
installments, the number of shares of Series A Preferred Stock equal to the principal portion of
each installment divided by $10.00 per share shall be deemed to have been redeemed and to be
no longer outstanding from and after the date of such installment. On and after such payment
date, such number of shares of Series A Preferred Stock shall cease to be entitled to any interest
or right in the corporation; and holders of such shares shall thereafter cease to be shareholders
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of the corporation with respect to such shares, whether or not the certificates evidencing such
shares have been surrendered. Upon request of the corporation from time to time, certificales
evidencing shares of Series A Preferred Stock including redeemed shares shall be surrendered
to and reissued by the corporation in reduced amount to reflect any and all installment
redemptions of shares prior to such request.

4.2.7 Liguidation Preferen~. In case of the voluntary liquidation or dissolution
of the corporation, the holder of Series A Preferred Stock shaH have the right to be paid in full,

before any amount shall be paid to the owners of the Common Stock 01' t.o the owners of the
. Series B or Series C Preferred Stock, as foHows:
$8. 00 per share if the liquidation price is paid on or before
September t 4, 1990.
$8.50 per share if the liquidation price is paid after September 14,
1990 and on or before September 14, 1993.
$10.00 per share j f the liquidation price is paid after September

14, 1993.
In case of the involuntary liquidation or dissolution of the corporation, the holder of Series A

Preferred Stock shalf have LlIe right lO be paid $10.00 per share, in full, before any amount shall
be paid to the owners of the Common Stock or to the owners of the ~eries B or Series C
Prefe~red Stock. After payment to the holders of the Series A Preferred Stock of the full
preferential amounts here.inabove provided, the holders of the Series A Prcff;!ued Stock as such
shall have no right or claim to any of the remaining assets of the corporation either upon any
distribution of such assets or upon di$.';olution, liquidation or winding up; and the remaining
assets to be distributed, if any, upon a distribution of sllch assets or upon dissolution, liquidation
or winding up, may be distributed among the holders of the Series B Preferred Stock, the Series
C Preferred Stock and the Common Stock in accordance with the provisions of this Artitle
Fourtl1.
4.2.8 Limited Yo~. The Series A Preferred Stock shall have no right
(except as require.d by law or as provided by Section 4.2..12 of this Article Fourth) to receive
notice of or to vote at any regu1af or special meeting of stockholders, t!xcept that the holders of
a majority of the shares of Series A Preferred Stuck shall have the right, voting separately as
a class, to elect one director to the board of directors of the <.:orporation.
4.2.9 .c.uvel].ants. So long as any shares of Series A Preferred Stock are
outstanding, and except with the consent of the holders of a majority of the outstanding shares
of Series A Preferred Stock.
(a)

Common Stock,. The corporation shall not issue any Common Stock for

less tha.n book value (determined as of the end of the immediately preceding fiscal year), except

for Common Stock issued to pay a dividend payable solely in sha.res of Common Stock or issued
to employees or agents pursuant to incentive stock option or bonus plan.
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(b)
Preferred Stock. The corporation shall issue no Preferred Stock or
securities convertible into such stock, other than the Series A, Series B and Series C Preferred
Stock.
(c)
Indebtedness. The corporation wiiJ not, and will not permit any of its
Subsidiaries to, directly or indirectly, create, incur, assume, guaranty or otherwise become or
remain directly or indirectly liable with respect to, any Indebtedness, except:

(1)
The corporation may remrun liable in respect of Indebtedness
outstanding on the dale of adoption of this Article Fourth by the corporation's
shareholders.
(2)
The corporation and its Subsidiaries may become and remain liable
with respect to Indebtedness that is not secured by a Lien 011 any of the assets of UJe
corporation or its Subsidiaries, provided that the aggregate principal amount of such
unsecured Indebtedness shall not exceed Consolidated Net Worth less goodwill of the
corporation at any time; and
(3)
The corporation and its Subsidiaries may become and remain liable
in respect or Indebtedness secured by any of the following Liens:
(i)
Liens for taxes, assessments or governmental charges or
claims the payment of which is not yet delinquent or is being contested in good
faith, if such reserve or other provision, if any, _a5shallber.equired -bygcneraHy
accepted accounting principles, consistently applied, shall have been made
therefor;

Oi)
Statutory Liens of landlords and lines of carriers,
warehousemen, mechanics, materialmen and other liens imposed by law incurred
in the ordinary courses ofbusine.<;s for sums not yet delinquent or being contested
in good faith, if such reserve or other appropriate provision, if any, as shall be
required by generally accepted accounting principles, consistently applied shall
have been made therefor;
(iii)
Liens incurred or deposits made in the ordinary course of
business ill connection with worker's compensation, unemployment insurance and
other types of social security, or to secure the pedormance of tenders, statutory
obligations, l>l.Irety and appeal bonds, bids l leases, governmental contracts.
performance and return-of-money bonds and other similar obligations (exclusive
of obligations for the payment of borrowed money);

Any attachment or judgment Lien; proyided that if the
(iv)
judgment it secures ex.ceeds $250,000 (alone or when aggregated with all other
judgments secured by Liens permitted by this clause (vO), such judgment shall,
within forty-five (45) days after the entry thereof, have be.en discharged or
execution thereof slayed pending appeal, or shall have been discharged within
forty-five (45) days after the expiration of any such stay;
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(v)
Easements, rights-or-way, restrictions and other similar
charge:; Or encumbrances not interfering with the ordinary conduct of the business
of the cOivoratiol1 or any of its Subsidiaries;

;i

(vi)

Any interest or title of a lessor under any Ie.."\se;

(yii)
Any Lien existing on any asset of any corporation at the
time such corporation becomes a subsidiary if such Lien was not created in
contemplation of such event;
(viii) Any Lien on any asset securing lndebtedness incurred or
assume for the purpose of financing not more than Eighty-five percent (85 %) of
the cost of acquiring such assets; prQvided that such line attaches to such asset
concurrently with or within ninety (90) days after the acqUisition thereof;
(ix)
Any Lien on any asset of any corporalion existing at the
time such corporation is merged into or consolidated with the cOIv()ratioll or a
subsidiary; j r such Lien was not created in contemplation of stich !;vent;

(x)
Any Lien existing on any asset prior to the acquisition
thereof by the corporation or a Subsidiary, if such Lien was not crcale:d i 11
cOlllemplation of such acquisition;

; ,

Any Lien arising Out of the refinancing, extension, renewal
or refunding of any Indebtedness secured by any Lien permitted by any of tbe
foregoing clauses of this Section 4.2.9(c); provi~led that the amount of slich
Indebtedness is not incTeased and that such Indebtedness is not secured hy any
additional assets; and
(xi)

(xii) Liens not otherwise permitted by the foregoing clauses of
this Section 4.2.9(c) (including, without limitation, Liens 011 stock of Subsidiaries,

whether consolidated or unconsolidated) securing Indebtedness in an aggreg~te
principal amount of any time outstanding not to exceed ten percent (10%) of the
difference between Consolidated Net Worth and the amount ofihe goodwill of the'
coqmratioll.
r&D2QIil.ty~. The corporation wiII maintain its corporate existence
(d)
and will not liquidate, wind up or dissolve itself (or suffer any liquidation or dissolution), or
enter into any transaction of merger or consolidation with any Person (including any Subsidiary)
unless 0) this c01)Joration is the surviving corporation following any such merger or
consolidalion, and (ii) the Consolidated Net Worth of the surviving corporation immediately
following such merger or consolidation equals or exceeds U1e Consolidated Net Worth of this
corporation immediately prior to such merger or consolidation.

(e)
SaJe~~. The corporation will not, and will not permit any of its
Subsidiaries to, convey, sell, lease, transfer or otherwise dispose of all or any material part of
its business, properly or assets, whether now owned or hereafter acquired, except:
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(1)
The corporation and its Subsidiaries may convey, sell, lease,
transfer or otherwise dispose of investment assets in the ordinary course of business;

(2)
The corporation and its Subsidiaries may sell {)r otherwise dispose
of Capital Assets or real property if the asset so disposed of is cOllcunemiy replaced by
a substantially equivalent asset having a value equal to or greater than the assets disposed
of:
(3)
The corporation and is Subsidiaries may sell or otherwise dispose
of obsoJeLI:! or WOrn out property in the ordinary course of business;
.... , .

(4)

TIle corpor.ation and its Subsidiaries may sell and lease back any

n'e~vJy acquired asset for the purpose of finaJl(;ing the acquisition of slJch asset and
securing the repayment of Indebtedness, provided thar such Indebtedness shall not exceccl
eighty-five percent (85 %) of the cost of such a.%et and is otherwise permiLted by Lhe
covenants contained in this Article Fourth; and
(5)
The corporation and its Subsidiaries may ."ell or otherwise dispose
of any of their other assets; provid~d that any such sale or other disposition i." made. for
the fair market value of such assets.
(f)
ACQllisi[j(>!!~. The corporation will not, and will not permit any of its
Subsidiaries to, acquire by purchase or otherwise all or substantially all the business, property
or fix.e d assets, or the slock or other evidence of beneficictl ownership, of any Person unless,
immediately prior to and afLer giving effect to such transaction, no violation of any of the
covenants or other provisions contained in this Article Fourth shall have occurred and be
continuing or would be caused by such acquisition.

(g)
anq

Transactions with Shareholders and Affiliate!>_ Tile corporation will not,

will not permit any of its Subsidiaries to, directly or indirectly, enter into or permit to exist

any transaction (includil~g, without limitation, thepu[chase, sale, Ic-ase, loannrexchange·of any
property or the rendering of any service) with any director or officer or any holder of equity
~~culities of lhe corporation, or with any Affiliate of the corporation or of such director, officer
or holder, on terms that are less favorable to the corporation or that Subsidiary, as the case may
be, than those which might be obtained at the time from Persons who are not such a director,
officer, holder or Aft11iate; pro~illkd that the foregoing restriction shall not apply to (i) any
transaction in effect at the date of adopliun of \.his Article Fourth by the COll1oTRtion's
shareholders; (ii) any transaction between the corporation and any of its wholly-owned
Subsidiaries or bet.ween iI ny of its wholly-owned Subsidiaries; (iii) compensaliull (net of amoums
contributed or repaid to the corporalion or any Subsidiary or to Lewiston Land Company am]
contributed or repaid to the corporation or any Subsirliary), by way of salary or bonus, paid to
director or officers of the corporation in an amount, as to anyone individual, not greater than
the greater of $400,000 or the total compensation paid in calendar year 1986; (iv) eompensation
paid to any director or officer of the corporation in amounts equal to income tax. liability of such
director or officer attribul:able to transactions involving the corporation, A.LA., Inc., ATA
Travel Services, Inc., AlA Travel, lnc., Lewiston Land Company, AlA Bancard Services
Corporation or Taylor Bro[h~rs Aircraft on or before January 1, 1988 or to other personal
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income tax liability of such director or officer for tax years ended before January 1. 1988; or
(v) any loan to or account receivabJe from an officer) director or stockholder which is repaid
in full at least annually on or before the last day of the fiscal year.
: I

(h)
ConsQlidated Net Worth. The corporation will not permit Consolidated
Net Worth at any date to be less than the number of shares of Series A Preferred Stock
outstanding at such date mUltiplied by $10.00 per share.

,

Dividend Restriction. The corporation will not, directly or indirectly.
(i)
declare, order, make or set apart ~I1y sum for payment of any dividend in respect of its Common
Stock (other than a dividend payable solely in shares of Common Stock), except that the
corporation may declare and pay Common Stock dividends in an aggregate amount not exceeding
the Dividend
Availability AmounL
.
(j)

Debt/Equity RatiQ. Neither the corporation nor any Subsidiary will incur

any new Indebtedness (other than Indebtedness permitted by Section 4_2.9(c)(xi) of this Article
Fourth) 1f, at the time of incurring such Indebtedness, the ratio of Consolidated Long Term Debt
to Consolidated Net Worth exceeds, or such additional Indebtedness would cause such ratio to

exceed, 3.6 to 1.0.
I,

"-;

(k)
Debt Service Covcrag~ .. Neither tlle corporation nor any Subsidiary will
incur any new Indebtedness (otiler than Indebtedness permitted by Section 4.2. 9(c)(xi) of this
Article Fourth) if, at the time of incurring such Indebtedness, the ratio of (i) Consolidated Net
InCOll)e plus depreciation and amortization expenses plus compensation contributed or repaid to
the corporation, any Subsidiary, Lewiston Land Company OT AlA Travel Services, Inc. during
the immediately preceding fiscal year of the corporation, divided by Oi) currenL maturitie:-; of
Long Tem Debt is, or such additional Indebtedness would cause such ratio lO be, less than .8
to

1.0_

4.2.10 Definitions. For the purpose of Section 4.2.9 of this Article Fourth, the
following terms shall have the following meanings:
It Affiliate" I as applied LO any Person, shall mean any other Person directly or
indirectly controlling, contrulled by. or under common control with, that Person. For the
.purposes of this definition, "control" (including, with correlative. meanings. the terms
"controlling", "controlled by" and "under common cuntrol with"), as applied to any Person,
means the possession, directly or indirectly, of the powe;r to direct or cause the djrection of the
management and policies of that Person, whether through the ownership of voting securities or
by contract or otherwise.

IlCapital Asset" shaH mean, as at any date of determination, those assets of a
Person that would, in conformity with generally accepted accounting principles, consistently
applied, be classified as plant, property or equjpmenton the balance sheet of that PerSOn.
IfCollsolidated Long Tern} Debt" shall mean, as at any date of determination,
the total of all Long Term Debt of the corporation and its Subsidiaries on a consolidated basis
determined in accordn.nce with generally accepted (Of, in the case of an insurance company for
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which GAAP financial statements are not prepared, statutory) accounting principles consistently
applied.
llConsolidated Net Worth" shall mean. as at any date of determination, the Sum
of (a) the capital stock and additional paid-in capital, (b) plus retUned earnings (or minus
accumulated deficit) of the corporation and its Subsidiaries on a consolidated basis, determined
in conformity with generally accepted (or, in the case of an insurance company for which GAAP
financial statements are not prepared, statutory) accounting principles consistently applied.
"Consolidated Net Income" for any period, shall mean the net income (or loss)
of the corporation and its Subsidiaries on a consolidated basis determined in conformity with
generally accepted (or, in the case of an insurance company for which GAAP financial
statements are not prepared, statutory) accounting principles consistently applied.

"Dividend Availability Amount" shall mean, as at any date of determination, an
amount equal to fifty percent (50 %) of Consolidated Net Income for the period (taken as single
accounting period) commencing January 31, 1987 and ending on the last day of the fiscal quarter
immediately preceding such date of determination.

"Indebtedness" as applied to"imy person, means (a) all indebtedness for borrowed
with respect to finance leases which is capitalized on a
balance sheer in conformity with generally accepted accounting principles, consistently applied,
(c) notes payable and drafts accepted representing extensions of credit whether or not
representing obligations for borrowed money, (d) any obligation uwed for all or any part of the
deferred purchase price of property or services which purchase price is (i) due more than six (6)
months from the date of incurrence of the obligation in respect thereof, or (ii) evidenced by a
nOle or similar written instrument, and (e) all indebtedness secured by any Lien or vendor's
interest under any conditional sale or other title retention agreement existing on any properly or
asset owned or held by that Person regardless of whether the indebtedness seclIred thereby shall
have been assumed by that Person or is non-recourse to the credit of that Person; provided.
however, that "Indebtedness" shall not include policy claims, policy reserves or mandatory
securities valuation reserves of a regulated insurance company; and further provided that
"Inde.btedncss" shall ilot include indebtedness of the corporation to any Subsidiary.
moneYI (b) that portion of obligations

"Lien" shall muln any liell, mortgage, ple.-dgc, security interest, charge or
encumbrance of any kind (including any conditional sale or other title retention agreement, allY
lease in tIle nature thereof, and any agreement to give a security interest).
"Lung T(~nn Debt", as applied to any Person, shall mean all Indebtedness of [hal
Person which by its terms Or by the terms of any instrument or agrec.l11eI\t relating thereto
matures more than on~ year, or is directly renewable or eXlendable at the opfion of the debtor
to a date more than one year (including an option of Ule debtor under a revolving credit or

similar agreement obligatillg the lenders to extend credit over a period of one ye..lr or more).
from the date of cn::aLioo thereof, but excluding any payments due \lnder the terms thereof within
twelve (12) monlhs of any date of determination.
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"Person" shall mean an individual, corporation, partnership, joint venture, trust,
uninCorporated organization or any other jurisdictional entity, or a foreign state or any agency
or political subdivision thereof.
IISubsidiary" shall mean any corporation of which at least a majority of the
outstanding stock having by the terms thereof ordinary voting power to elect a majority of the
board of directors of such corporation (irrespective of whether or not at the time stock of any
other class or classes of such corporation shall have or might have voting power by reason of
the happening of any contingency) is at the time directly or indirectly owned or controlled by
the corporation or one or more of its Subsidiaries or by the corporation and one or more of its
Subsidiaries.
4.2.11 .c..Qnyersion Right. The holders of the Serie.s A Preferred Stock shall
have the following conversion right ("Conversion Right"):

I

.:!

T'
;':"

'. ~

(a)
Right to .convert. Each share of Series A Preferred Stock shall be
convertible, at the option of the holder \bereof, at any time prior to the date on which notice of
fetle:mpLion is given under Section 4.2.3 or Section 4.2.4, at the office of the corporation or any
transfer agent for the Series A Preferred Stock or Common Stock, into one fully paid and
nonassessable share of Common Stock.
(b)
Mechanics of Conversi.Qn. Before any holder of Series A Preferred Stock
shall be entitled to convert such stock into shares of Common Stock, he shall surrender the
certi ficate or certificate.~ for such Preferred Stock, duly endorsed. at the office of lh~ corporation
or any tran~fcr agent for the Common Stock, and shall give writlen notice to the corporation al
!iuch office that he elects to convert such Preferred Stock and shall stale therein the 1l11l11ber of
shares of Series A Prefe.rred Stock being converted. Thereupon the corporation shall promptly
issue and cleli·ver at stich office to such holder of a certificate or certiflc~lles for the Ilumber of
sh,lres of Common Stock to which he shall be entitled.

Such conversion shall be deemed to have been made immediately prior to the
close of business on tht;: date of such surrender of the shares of Series A Stock to be converted
(the "Conversion Date"); and the person or persons entitled to receive the shares of Common
Stock issuable upon such cOJlversion shall be treated for all purposcs as the record holder or
holders of such shares of Common Stock on such dale.
(c)
fuctioni1[ Sharc~. No fractional share of Common Stock slJall be issued
upon conversion of Series A Stock. In lieu of any fractional shares to which the holder would
otherwise be entitled, the corporation shall pay cash eqlJal to the. product of such fraction
multiplied by tbe fair markcL value of OI1~ share of the cOlvoration's Common Stock On the
Conversion Date, such value to bc determined in good faith by the Board of Directors.
(d)
~servatjJ2jLo.f .stock lssuable Upon CQnv~Ision_ The corporation shall at
all limes reserve and keep rwaiJable out of its authorized butunisslJed shares of Common Slock,
solely for t.he purpose of effecting lhe conversion of tile shares of the Series A Stock, such
number of its share.) of Common Stock as shall from lime to time I)e sufficient to effect the
cOJlversion of all outslanding shares of the Series A Preferred StOCk; and jf at any time lhe
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, number of authorized but unissued shares of Common Stock shall not be sufficient to effect the
conversion of all then outstanding shares of the Series A Preferred Stock, the corporation will
take such corporate action as may, in the opinion of its counsel, be necessary to increase its
authorized but unissued shares of Common Stock to such number of shares as shall be sufficient
, for such purpose.
Terminatjon of Redemption Rigbt. Upon exercise of the Conversion Right
" ,:~ under this Section 4.2.11, all rights of a holder of Series A Stock to require redemption of such
', stock under Section 4.2.3 shall automatically be terminated; and no holder of Common Stock
acquired upon conversion of Series A Preferred Stock shall have any right of redemption.
(e)

~•.

",

. ;:;. ~:lli~~/\"

4.2.12 Modification of lligbts and Preferences. The rights and preference.!>
!itv'hereby conferred on the Series A Preferred Stock shall not be changed, altered or revoked
'" without the consent of the holders of the majority of the Scriel; A Preferred Stock outstanding
at the time.

4.3

SeriE:.5 II aDd Series C Preferred Stock.

4.3.1 G!:neral. Each share of Series B Preferred Stock and each share of Series
C Preferred Stock shall have the relative rights, preferences and limitations set forth in this
Section 4.3 of Article Fourth. The rights, pl'derences and limitations of the Series B Preferred
Stock shall be identical to the rights, preferences and limitatioJl!; of the Series C Preferred Stock,
, except that the holders of Series C Preferred Stock shall have cerLain voting and conversion
rights not shared by the holders of Series 13 Preferred Slock; and the Series l3 Preferred Stock
shall participate pro rata with the Series C Preferred Stock in any and an dividends declared and
. paid on the Preferred Stock, in distributions upon liquidation, di~ solution or winding up of
corporalion's affairs, and in redemption.

VotillL! Rj~hts. The holders of the Series 1.3 and the Series C
have no right (except as required by law) 10 receive notice of or to vote
011 any matter (inc.:\uding, without li mitation, the election of directors of the corporation) at any
regular or special meeting of stockholders of the corporation, exccpl that the holders of a
majority of the shares of Series C Pfert:.rred Stock shall have the right, voting separately as a
class, to elect one director to the Board of DirectoI'!; of the corporation.
4.3.2

Rest.ri~ted

p'rcferrl::u Stock shall

, t

,

,.

The Sc(ie!; B Preferred Stock and the 'series C Preferred Stock shall be entitlcu
rc<.:eivc, when and as declared by the corporation's Board or Directors, cash dividends at lht!
per annum rate of 10% of the Liquidation Rate (as defined in Section 4.3.4), cUlllulativE,
payable annually Ht DCCf;mbcr 31 of each calendar year out of any funds legally available. for
the paymenl uf dividends, and in preferenc~ to any dividends upon the Common Stock. The
dividends on the Series 13 alld Series C Preferred Stock shall be cumulative, whether or not
declared, so that, if for any period such dividend shall not be paid, (he fighl to such dividend
shall accumul~te as against the Common Slock; .and all arrears so accumulated shall be paid
before any dividends shall be declared Or paid upon the Common Stock. No dividends sJ1alJ be
decl.arcd or paid on the Series B Series C Preferred Stock if the redemption payments due lO
to

or
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:,' lhe' holders of the Series A Preferred Stock under Section 4,2. of this Article Fourth are in
. " fi.'.arrears. No dividend shall be declared or paid upon the Common Stock nor shall any Common
U'YStock be purchased or otherwise acquired by the corporation for value (other than payment of
',:Jti:r;amouDts due to Reed J. Taylor for redemption of his Common Stock). unless all dividends On
/: i{the Series B and Series C Preferred Stock for alJ past period shall have been paid or shall have
':i1il>een declared and a sum sufficient for the payment thereof set apart for payment.
",f ,, -

(tf

4.3.4 LiQuida1ion Preference.

,'"

ti)~:
"' ,' j',(. '

\::
In the event of any liquidation, dissolution or winding-up of the corporation,
. i>'!Whether voluntary or involuntary, before any other distribution or payment is made to the
{<holders of Common Stock or any other series of Preferred Stock (except the corporation's Series

·l' ·

:';;A Preferred Stock)} the holders of Series B Preferred Stock and the holders of the Series C
"' Preferred Stock shall be entitled to receive, out of thr. assets of the corporation legally available
._.· therefor, a liquidation payment in the amount of $10.00 cash per share of Series B or Series C
~, '.Preferred Stock ("Liquidalion Rate"), plus a further amount equal to the dividends accumulated
'..'fand unpaid thereon to the date of such liquidation payment. If, upon any liqUidation, dissolution
', 'or winding up of the corporalion, the assets available for distribution are insufficient to pay to
"the holders of all outstanding Series B and Series C Preferred Stock the full amount of the
. Liquidation Rate and all accumulated but unpaid dividends, the holders of the Series Band
/ Series C Preferred Stock shall share pro rata in any such distribution of assets. Such rights of
. '_'·'the holders of the Series B and Series C Preferred Stock shall be subordinale only to the right
<of the holder of the Series A Preferred Stock to be paid the redemption price of such stock in
:full, together with accrued inLerest, in accordance with Section 4,2 of this Article Fourth. After
:payment to the holders of the Series B and Series C Preferred Stock of the full prefcrt!ntial
;~imounts hereinabove provided l the holders of the Series B and Series C Preferred Stock as such
shall have no right or claim to any of the remaining assets of the corporation either upon any
distribution of such asselS or upon dissolution, liquidation or winding liP; and tile rernaining
assets to be uistriuuted, if any, upon a distribution of such assets or upon dissolutioIl , liquidation
or winding up, may be distributed among the holders of the Common Stock.

4.3.5 fudeml>tion.
(a) MaJldalory Rcdernplion by CO)]:1orati!,J..rr" The Series 13 Preferred Stock and,
subject to the conversion rights provided in Seclion 4_3.6 of Article rourth, the Series C
Preferred Stock shall be called fOf redemption by the corporation upon payment of the aggregate
Redemption Rate from kgrllly available funds upon the closing of the earliest or the following
events ("Equity Offering "):
(i)

an offering

or

the corporation's secuntles condllcted pursuant to lhe

registration requirements of the Securities Act of IY33 (" 1933 Acl") in which gross
proceeds of at least $5,000,000 ar!;! raised;
Oi)
all offering of lhe corporation's securities pursuant to exemptions from
registration under the 1933 Act in which gross proceeds of at least S5 ,000,000 arc raised;
or
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(iii)
an offering of any securities convertible into corporation's Common Srock
- that are sold in an offering that conforms to the parameters of subparagraph (i) or (ii)
above.

~ )b~ redemption price for each share of Series B and Series C Preferred Stock shall be the
. :>: '''Redemption Rate" equal to 100 % of the Liquidation Rate if such redemption occurs wi thin two
?" "(2) years from the issuance of the first shares of Series B or Series C Preferred Stock. After
: ,.such two year period, an amount equaJ to 5 % of the Liquidation Rate will be added to the
!' 'Redemption Rate immediately and each 180 days thereafter until aU outstanding shares of the
. ; Series B and Series C Preferred Stock are fuUy redeemed, yjz:
"' :1.

Time from Original Issuance

Percentage of Liquidation Rate

Within two years

100%

A ner

two years
105%

but

before lWO years pI us 181 days
After lWO years plus 180 days but
before two years pIllS 361 days

110%

After two years plus 360 days
.115 %

but
before two years plus 54 I days

.

- - ,-

-

,

.

Notice or such call for redenlption, specifying the anticipated date of closing of the Equily
Q-ffering. shall be mailed [0 each record holder of Series B or Series C Preferred Slock as soon
practicable before such closing dale. The redemption date fOf mandatory redemption of the
Series B and Series C Pre. fer red Stock shall be the actual closing date of the Equity Offering.
Mandatory redemption of the Series B and Series C Preferred Stock under this Section 4.3_5 of
Article Fourth shall automatically be cancelled upon determination by corporation IS board of
direct.ors that the Equity Offering will not be consummated fOJ allY rcason.

as

,. ; ,
"1.

(b) Y.QJunlt\ry Rt;demptio~Jd1IpQffiliQn. The Series B and Series C Preferred
Stock may be called for redemption by the corporation, in whole or in part, upon payment of
the Re.demption Price front kgal.ly available funds at any time prior to the closing of an Equity
Offering. Notice of such call for redemption, specifying the redemption dale not lcs<; than thirty
days frum the. dale. such notice is mailed and the number or percentage of olltstanding shares of
Series B and Series C Preferred Stock to be redeemed, shall bc ItIciiled to each record holder of
SeTies 13 and Seric;) C Preferred Stock, If fewer than all shares of Series B and Series C
Preferred Stock are to be redeemed, the share.s shall be redee.med prorata from the holders
ART1CLES OF AMENDMENT - rage 13
(l3/13/9~

10:.,541nl,

AFFIDAVIT OF RODERICK C. BOND

")- 1-95

9:41AM

EBERLt:, ~t:l"

'I....

thereof; and, upon request of the corporation, certificates evidencing shares of Series Band
Series C Preferred Stock including redeemed shares shall be surrendered to and reissued by the
corporation in reduced amount to reflect any and all partial redemptions of such shares prior to
such request.
{c) Redemption Procf<dure and Effvct. The corporation shall deposit, on or

, '"

j:!, before the redemption date specified in the notice of redemption, the aggregate redemption price
~; of the shares of Series B and Series C Preferred Stock to be redeemed with a bank or trust

',company specified in the notice, payable on the redemption date jn the amounts and to the
<respective orders of the holders of the shares of Series B and Series C Preferred Stock to be
": redeemed, on endorsement to the corporation as may be required and upon surrender of the
i'i certificates for such shares. Unless the corporation fails to pay tbe Redemption Price on or
li,:,before the redemption date, the shares of Series B and Series C Preferred Stock subject to such
redemption shall be deemed to have been redeemed, and shall be deemed no longer to be
" outstanding, from and after the redemption date set forth in the notice of redemption. On or
',' after the redemption date, subject only to payment of the redemption price. Series B and Series
, \'\~ Preferred Stock so called for redemption shall cease to be entitled (0 allY interest or right in
f : ' t h e corporation; and holders of such Series B or Series C Preferred Stock shall thereafter cease
j
to be shareholders and shall be entitled only to payment of the amount of the redemption price,
:, without interest, upon surrender of the certificates evidencing such stock.

4.3.6 Conversion of Beries C Preferred Stock. Each holder of Series C
"Preferred Stock .shall have the right, exercisable beginning at the earlier of the date of receipt
,L'of notice of mandatory redemption of the Series C Preferred Stock pursuant to Section 4.3.5(a)
or two years after the first issuance of Series B or Series C Preferred Stock and ending on lile
closing date of an Equity Offering, to convert Series C Preferred Stock into Common Stock at
the Conversion Rate determined as follows: Each share of Series C Preferred Stock shaH be
convertible into that number of shares of Common Stock which equals 10.4 % of the Common
SlUck on a fully diluted basis divided by 150,000,
,

" i

,

This conversion right shall be exercisable by any holder of Series C Preferred
'Stock as to all or allY nUI11ber of the shares of Series C Preferred Stock owned of record by such
hOlder and shall be cxt:rciscd by giving the corporation written notice of the exercise of such
right, specifying the number of shares of Series C Preferred Stock to be converled and the
effective date of such conversion, provided that the cfff;!ctive date of the conversion shall not be
later than the closing date of an Equity Offering.
4.4
!:vmrnon Stock. Holders of the Common Stock are entitled to one vote per share
on aU matters to be voted on by stockholders, including the election of directors, Common
Stockholders are not entitled to vote their shares cumulatively in the f':lection of director:;,
Holders of Common Stock of the corporation shaH be entitled to elect all of the directors of the
corporation other than the direc.:tof appointed by the holders of the Series A Preferred Stock and
the director elected by the holders of Series C Preferred Stock. The holders of any series of
Preferred Stock of the corporation have a preference over the holders of Common Stock of the
corporation on the as!;~ts of the corporation legally available for distribution to stockholders ill
the. event of any liquidation, dissolution, Or winding up of the affairs of the corporation, In the
event of any liquidation. dissolution or winding up of the affairs of the corporation, holders or
AI-{TICtES OF AMENDMENT - P;,ge 14
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'. the Common Stock will share ratably in any assets of the corporation legally available for
\,;~Ldistribution to holders of Common Stock after satisfying the liquidation preferences of the Series
;:iA, Series B and Series C Preferred Stock. Holders of Series B and Series C Preferred Stock
!"j~: have a preference over the holders of Common Slock as to the payment of dividends. Holders
i': :of Common Stock have rights, share for share, Lo receive divjdends if and when declared by the
,Board of Directors out of funds legally available therefor, after paying preferred dividends to
;, ~;(the holders of Series B and Series C Preferred Stock.
;,.f .

FIITH
: ;,;
Holders of any class or series of corporation's stock shall not have a preemptive right
. !Jo acquire unissued or treasury shares of any class or series or securities convertible into such
~shares or carrying .a right to subscribe to or acquire such shares, except as provided in lhl;! Idaho
Business Corporation Act.

The location of the initial registered office of the corporation is One Lewis Clark Plaza,
Lewiston, .Idaho 83501; and the name of its initial registered agent at such address is R. John
Taylor.

SEVENTH
The. number of directors constituting the initial Board of Directors is four. and the names
and addresses of the persons who arc to serve until the first annual meeti ng of the shareholders
, cl11d unti I thei r successors are elected and qualified are:

Reed J. Ta.ylor

P.O. Box 5]8
Lewiston II) 8350 I

R. Johl1 Taylor

P.O. 130x 538

Lewiston I() 8350 I

Ra.ymond R. Heilman

P.o, Box 538
Lewiston 1D 83501

Mary K. Frost
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EIGHTH
The name and address of the incorporator is as follows:

Reed 1. Taylor
P.O. Box 538
Lewiston TD 83501
NINTH

'The Board of Directors is expressly authorized to alter, amend or repeal the ByJaws of
and to adopt new Bylaws, subject to repeal or change by a majority vote of the

", the corporation
;: ~hareholders.

TENTII
.
Shareholders entWed under Article Fourth to vote in the election of directors of the
corpora[ion shall not be entitled to vote their shares cumulatively in the election of directors of
the coIlJoration.

ELEVENTH
A director of this corporation shall not be personally liable to Ihis corporation or its
shareholders for monetary damages for breach of fiduciary duty as a director, except for liability
(a) for any breach of the director's duty of loyalty to this corporation or its ~hareholders, (b) for
act> or omissions not in good faith or which involve intentional mi!;conduCl or a knowing
violation of law, (c) under Idaho Code §30-1-48, or (d) for any lransaction from which the
director derived an improper personal benctlt. If the Idaho Business Corporation Act is amended
to authorize corporate action further eliminating or limiting the personnl liabililY of directors,
then the liability of a director of this corporation shall be eliminated or limited to the fullest
e.x!t;nt permitted by the Idaho Business Corporation Act, as so amended. Any repeal or
modification llf this Article Eleventh hy the shareholders of the corporation shall not adversely
affect any right or protection of a director of the corporation existing (It the time or such repec.l
modification . "

or

THIRD:

The number of shares of the corporatioll outstanding at the, time of such

adoption was 973,333 .5 shares of Common Stock and 188,065 shares of Stated Value Prcrened
Stock; and

th~

number of shares entitled to vote thereon was 97:1,333.5 shares of Common

Stock_
FOURTH: The designation and number of outstanding shares of e<lch class entitled to

vo;te thereon

~s

a Glass were us follows:
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Number of Shares
Common

FIFTH:

973,333.5

The number of shares of Common Stock voted for such amendment

w~s

926,698; and the number of shares of Common Stock voted against slIch amendment was 6,688.

1-1A day

DATED this

of March 1995,

VERIFICATION

STATE OF IDAHO
:55.

County of Nez Perce
r

"

.

,-)

r7f.r-

1,,,")Y\.9_'v n,\ L.(ob.u '\:s, a Nota.ry Public, do hereby certify that on the 1 __ cJ(lY of
Marcil 1995, personally appeared before me R. JOHN lAYLOl(, who, being by me first duly
:;worn, declan::d thal he is lhe President of AlA SERVICES CORPORATION, that he signed the
foregoing document as Pre~jdent of the corporation, and that the statements contained theTei n
are tcue.
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~~ction shall not be subject to any of the otherwise applicable restrictions Or
prohibitions contained in title 41, Idaho Code, applicable to such invest..
menk! of insurers.
. (4) Whether any investment pursuant to subsection (2) of this section
meets the applicable requirem.ents thereof is to be determined before such
. investment is made, by calculating the applicable investment limitations
llB though the investment had already been made, taking into account the
then outstanding principal balance on all previous investments in debt
obligations, and the value of all previous investments in equity securitieB
. as of the day they were made, net of any return of capital invQsted, not
.including dividends.
. (5) If an insurer ceases to control a subsidiary, it shall dispose of any
investment therein made pUX5uant to this section within three (3) years
·from the time of the cessa.t.ion of control or within such further Hme fil;l the
i' director may prescribe, unless at any time after such inve."tment shall have
· been made, such investment shall have met the requirements for invest· ment under ~ny other section of this chapter, and the insurer has notified
the director thereof. lI.C.~ § 41-3801B, <l.::' added by 1993, ch. 194, § 16, p.

. 492.]
;:.

, !

!~:~

COJnpll~r'!I npu.s. Section 11) of S.L. 1.993,
eil. 194 is compiled AS § 41-3801.

Sec. to sec. reI. 1'his sOdion is refl;!lTed to
in §§ 41·700,41-714, 41-715,4.l-731, 41-733.

41-3802. Acquisition of control of a domestic insurer. p~rson

.

.~

.i
~

i.
.'

j.
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(1)

No

other than the issuer shall make a tender offer for or a request or
invitation for tentlers of, or enter into any agreement to exchange :securities
for, seek to acquire, or acquire, in the open .market or otherwise, any voting
security of a domestic insurer if, after the com;umml)tion thereof, such
person would, directly Or indirectly (or by conversion or by exercise of any
right to acquire) be in control of such insurer, and no person shall enter into
aD agreement to merge with Or otherwise to acquire control of a domestic
-insurer or any person c;ontroJljllg a domestic insurer unles!!, at the time any
such offer, request., or invitation is made or any such agreement is entered
into, or prior to the acqt)isjtion of such securities if no offer or agreement is
involved, such person has filed with tho diredor and has sent to such
insurer, a statement containing the information required by this section
and sueh offer, request, invitation, agreement or acquisition has been appl'ovcd by the director in the manner hereinafter prescribed.
' (a) For purposes of tlli!.' section a domestic insurer shall include any
·penon controlling a uomestic insurer unless such person as determined
by the direciJ)T is either diTectly or through its affiliates primarily engaged in busin!;!l)S other than the busines.." I)f insurance. However, such
person shall file a. preacquisition notification with the director containing
the information set forth in section 41-3805B(3) (a), Idaho Code, thirty
(30) days prior to the proposed effedive date of the acquisition. P'ailure to
file is Bubject to section 41-:~805B(5) (c), Idaho Code. For the purpol'le:; of
this section, "person" shall not include any securitie~ broker holding, in
the u5ual and customary brokers function, leBS than twenty percent

AFFIDAVIT OF RODERICK C. BOND

(20%) of the voting scouritl'
which controls an inSUTaD(
(2) The statement to be file
under oath or affinnation ar
(a) The name and addre~::\ o.
merger or other acquisition
section is to be effected (h
0) If such person is an
om.ees and positions held ,
tiOD of crimea other than
(10) years;
(ii) If su~h person is not
business operations duriJ
period as :;lUch person an!
existence; on inform(ltiv,
done by such person and
individuals who are or w
executive officers of such
tions appropriate to such
individual the informatio
(iii) For individuals and
th)n.~, the information fro
"biographical affidavit"
(b) The source, nature and
in effecting the merger or
Glny tmnsaction whcrt)in f1.
purpose, including any pIer
its subsidiaries or controlli
nishing such consideratior
s1.1ch consideration is a lOaT
neBS, t.he identity of the ler
chapter 3, title 9, Idaho (
(c) Fully audited financial
condition of each acquiring
each such acqtriring party
part.y Ilnd any pre.deCI'.s::;ol
similar unaudited informs
d3YS PTlo,- to the filing 01
(d) Any plans or pl"oposais .
date such insurer, to sell i
person, or to make any ot.h.
:;tructure or mam\.gcment.
(e) The number of shm"cs '
this section which each ~
term!1 of the offer, request,
to in subsection (1) of this
which the fairlless of the

SENTEY:

LDU\.LL 1 ULJ\'l.

;:: .'

112

:ff the
'; '.

otherwise applicable restrictions 01'
ho Code, applicable to such invest._

t to sUbsection (2) of this section
h:""~~'~'i8 t<i ibe dete11l)ined before 311Ch

! applicable investment limitationa
,.

made, taking into account the

~""nn " all ' preVious investments in debt

,mve.stments in equity securities
. .' . capital . invested, not
~7:m~(~~~~J~?; .

UJ);bIUU:U
. .

,it shalf dispose of any

. . ..

section within ' three (3) years
':(.irwitHfu)such further time as the
,Y:iI,.uJ[J.~ after l.;'ilch investment shull huve
met th~::iequirementS for invest.
cl::).apter, ,ind the insurer has notified
IB;as addod'by 1993, ch. 194, § 16, p.
:"

. .'

.~ i":' 7
'. ;3, ' ; . Sec. to sec. ref. This section is r .. rerred

'.0

1,1'; '" inlf§ 41-706,.41-714.41-715,41-731.41-733.

'ro] of" u domestic insurer. - (1) No
) make a tender offer for or a request or
:5 ito any agreement u) exchange securitie:;
ll;~e open market Dr otherwise, any voting
~:: after the consUJilInation thereof, SUl:h
(or' by conver~irm or by exercisQ of any
' ;. h insurer, and no person shall enter into
',':f:lerwise to acquire control of a domestic
;;J;'d ornestic ins.ur~r unles..'$, at the time allY
!:"'rnade or any such ugreement i.'i e.nt.cred
'T'lch Becuritj~s if no offer or agreement i~
f::ith the direc~r and has sent to such
~;;:e 'inforniati{)~':required bY this section
~:f a:greernent Or; ;al:quisition has been apJi'h'ner
herein~r
prescribQd.
",
. ,.
;}hl~ia do:rne:stic insurer shall illCludc any
;11!MY-.ter
unless $uc;h
person as det.ermined
.*,'
.
if.':' or thrQ1.J.gh its affiliates primarily en'.'>: business of insurance. However, such
,,; lotification with the rlirect.or conL"lining
,on 41-3805B(3) (u), Idaho Code, thirty
: ~ctive date ofthe acquisition. Failure to
(5) (c). IJl1hu Code. For tho pmpOse$ of
dude any securities broker holding, in
, ~ fUnction, less than twenty percent
I
i"

.r

~>~ ~J .

·- \·;",r~ ! .

' ..

U3

HOLDING COMPANY SYSTEMS

c.. u,-,

v ,",.

_ ................ , ......... ....,. __ •

41·3802

(20%) of the voting securities of an insurance company or of any pemon
which controls an lnsurance company.
(2) The statement to be filed with the director hereunder shall be made
tinder oath or affinnation and shall contain the following information:
(a) The name and address of each person by whom Dr on whose behalf the
merger or other acquiSltion of control referred to in subsection (1) of this
section is to he effected (hereinafter called acquiring party), IDld
(i) 1£ such person is an individual, his principal occupation and all
offices and positions held during the past. five (5) years, and any conviction of Climes other than minor traffic violatiolL"I during Lhe past ten
(10) years;
(ii) If such person is not an individual, a report of the nat.uro of it.s
business operations during the past five (5) years or for such lesser
period aa such person and any predecessors thereof shall ha Vll been in
existence; an infonnative description of the busineas intended to be
done by such person and such person's subsidiaries; and a list of all
individuals who are or who have been fleJecte.d to hecome directors Ol'
executive officers of such person, or who perform or will perform fJ.mction$ appropriate to such positions. Such list shall include for each such
individual the infom19,tion r-eql.lirod by paragraph 1 of this sub!Joction;
(iii) For individuals and directors and executive oflicers of corporations, the ini011l1ation from time to time specified by the director on the
"biographical affidavil" 1)[ the depaltment of insurance.
(b) The source, nature and amount of the consideration used or to be used
in effecting the merger or other acquisition of control, a description of
,my tran.~ctioll wherein funds were or are to be obtained for any such
purpose, including any pJedge of the insurer's s(.ock, or (.he stock of any of
its !,lUbsidiaries or controlJjng aililiates, and the identity of persons fm·nishing sU.ch consideration, provided, however, that where H source of
!-;ueh consideratioll is a loan made in the lender's ordinary course of bU.!1iness, the identity of the lendl~r shull be subject to disclosure lH;cording to
chapter 3, title 9, Idaho Code.
(c) Fully audited 5nanc;iaJ inform;ltion ;it! t.o the ~~<irning8 lind nnuncial
conditio'n of each acquiring Pf\lty for the preceding five (5) fIacal years of
each such acquiring paTt.y, or fur such lcs.'3cr period as such acquiring
p;irly and .any predecE!ssors therE!of shall have been in existence, [intI
similar unaudited information us or a dut.e not earlier than ninety (90)
daY:-l prior (,0 the filing of the state llIe:u t.
(d) Any plan!l or proposals which each acquiring party may have to liquilhlte ~uch insurer, to sell its assets or merge or consolidate it with ;}ny
person, or to make any other mat.eria] chnnge in its business or corporate'
Eitructure or management.
(c) The n-umbcr of llhares of any ::;ecurity referred to in subsection (1) of
this section which each acquiring part.y proposes to acquire, and lhe
lerms of the niTer, request, invitation, agreement, or acquisition referred
to in :,uhsecl.i(ln (1) of thi:; section, and a statement i1:; to the method by
which the fairnef:>.'> of '.he propot;;tl W<lf:) urrivcd at.
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.! :'(O The amount of each class of any security l'aferred to in subsection (1)
,: ,rofthis sectiOn which is beneficially owned or concerning which there is a
,"]::; right to acquire beneficial ownership by each acquiring party.
,·'L').(g) A full description of any contracts, arrangements or understandings
J(With respect to any security referred to ln subsection (1) ofthis sedion in
' . , ;which any acquiring party is involved, including, but not limited to,
";,transfer of any of the securities, joint ventures, loan or option arrange: ,.men!.:>, puts or calls, gua.rantees ofloans. guarantees against loss or guar, . tees of profits, division oflosses o-X" profiw, or the giving or withholding
.'r.
' t proxies. Such description shall identify the persons with whom liuch
, 'cimtracts, arrangements or understandings have been entered into.
(h) A description of the purchase of any security referred to in subsection
, (1) of thlt! 5ection during the twelve (12) calendar months preceding the
<' filing of the statement.-by any acquiring party, including the dates of
";:'; purchase, names of the purchasers, aod considt:!ration paid or agTeed to
. /~:;be paid therefor.
.
:'; !,(i) A description of any recommendations to pl.lrchase any aecunty re· ,
' ~ferred to in 81lb~ection (1) of thi~ tSection made during the twelve (12)
'; calendar Illonths preceding the filing of the statement, by any acquiring
. "party, Dr by anyone based upon interviews or at the suggf'_t;t.ion of such
acquiring party.
AD Copies of all tender offers for, requests or invitations for tenders of,
'exchange offers· for, nnd agreements to acquire or exchange any securi·
ties referred to in subsection (1) of thls section, and if distributed, of
additional soliciting material relatjng thereto.
(k) The tenn of any agreement, contract or understanding made with or
proposed to be made with any broker-dealer as to solicitation of securities
referred t.o jn subsection (1) of this section for tender, and Lhe amount of
any fees. commjssions or other compenl!ation to be paid to broker-dealers
with regard thereto.
(1) Such adclitional information us the director may by rule or regulation
prescribe <IS necessary or appropriate for the protection of policyholders
and security holders of t.he im;urer or in the public interest.
(in) If the person required to file the statement referred to in sUbsection
(1) ofthis section is a partnership, limited partnership, syndicate or other
group, the til rector m~y require that the information called fOT by cl:,lusea
(<1) through (1) ofthja section shall be given with respect to each partner
of such partnership or limited parl.Dl'!Tship, each momber of such !3ynditate or grol.lp, and each person who controls such partm;r or member, If
any such partner. member or person is a corporation, or the person reo
quired to file the stateH1ent. referred to in subsection (1) of this section is
a corporation, t.he director may require that the information called for by
clauses (a) through (l) of this section shall be given with respect to such
corporation, each ofllcer and director of l>uch corporation, and each person
who i& directly or indirectly the beneficial owner of more than ten percent
(10%) of the outstanding vuting seeuritie:> of such corporation.
(n) If any mat.erlal change occurs in the facta set forth in the statement
fil(X) with the <lirect.or and senl to such insurlo!T pursu\lnt to this section,

- --,
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41-3805

an amendment setting forth such change, together with copies uf all
documents and other material relevant to such change, shall be filed
with the director and sent to such insurer within two (2) business days
after the person learns of such change.
(3) If any offer, request, iuyil;abon, agreement or acquisition referred to
in subsection (1) of this section ls proposed to be made by means of a
registration statement under the securities act of 1933 or in circulllBtaoCP.S
requiring the disclosure, of similar information under the securities exchange act of 1934, or under a state law requiring similar registration or
disclosure, the person required to file the statemenL referred to in subsection (1) of this section may utilize i,mch documents in furnishing the information called for by that statement. [I.e" § 41-3802, as added by 1981, ch.
214, § 3, p. 382; am. 1982. ch, 266, § 1, p. 686; am. 1990, ch. 213, § 59, p.
480; am. 1993, ch. 194, § 17, p. 492,J
Compiler'e notes. Section 18
ell, 194 conu.ined /I repeal.
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Approval, disapproval of proposed acquisition. -

(1) 'I'he director- shaH approve any purchase. exchan~e, merger, or other
acqui~ition of control referred to in section 41-3802. Idaho Code, unless,
"fior a public hearing, the director finds thaI.:
(n) Afler the change of C(lnkol the dome~tjc insurer could not satisfy the
requirements [or the issnnllce ur certificate of authority (iccording to
requirements in force at the time of the issuance, or lost renew(ll or
continuation of it.s certificate of uuthority to do the insunmcc business
which it intends to trans,lct in this slat!;;
(b) The effect of the purchases. exchanges. merger (of a controlling person uf the insurer). or other acquisitions of control may be substanti,tlly
to lessen competition in insurant;!: in t.his state or tend to creat~ a monopoly therein. In applying the competitive standard in this paragraph:
(i) The informational requirements of section 41-3805B(:3) (a), Idaho
Code, ;;lOd t.he standards of section 41·::)805£(1) (b), Id,lho Code, shall
apply;
(ij) The merger or other (lcquisition shall not he dis;]pproved if the '
director fincl.'! that any of the situat.ions Ineeting the criteria provided
in section 4] ·3805B( 4) (c), Idaho Code, exist; and
(iii) 'l'hc director may conditiou lhe approval Df the merger or other
acquisition on thn mmoval (If the basis of disttpproval wit.hin a specified
period of time.
(c) Tht~ financial condition of an acquiring person jg such as would jellpIirdi7,C the financial stlibility of the in:rurcr. or prejudice the interest. of jts
policyholders or, in the case of an IJcquisition of control, the interest, uf
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Date:

April 21, 1995

To:

Reed Taylor

MO========

From: John Taylor

RE:

Redemption of Reed Taylor's Stock

This memorandum summarizes areas of agreement and disagreement regarding the redemption
of the Taylor stock among the various parties, including the letters dated April 14, 1995 (the
Sweeney letter), Campanaro letter April 14, 1995, (Campanaro letter), and the letter received
from Scott Bell on April 11, 1995, and memorandum to Dick Riley from Scott Bell on April 18,
1995.
This memorandum does not intend to give any history, background or otherwise justify any term
or condition, but only to state the areas of agreement and disagreement among the parties.

1.
Dividend of Great Fidelity Agreement. Purchaser and Seller agree that the stock
of Great Fidelity will not be distributed to Services as a dividend from Universe as a condition
of the exercise of the option. However, if Great Fidelity is ever distributed as a dividend from
Universe to the Company. Mr. Taylor would have a security interest in the GFL capital stock
to the same extent of his security interest in Universe and AlAl. It is contemplated tbat upon
the sale of Great Fidelity , that the gain on the sale would be used to fund the sinking fund as
outlined below.

2.
Redemption of Series A. The Purchaser and Seller acknowledge and agree to
the terms as set forth in letter agreement dated January II, 1995, signed by the Company, Reed
Taylor, Donna Taylor, and Cumer Green (the ((Green" letter), and amended and restated in the
Articles of Incorporation of the Company (the amended articles). The Company has the right
to redeem the outstanding preferred stock in full with. or without Mrs. Taylor's consent,
regardless of the success of the series B financing. The Company, Purchaser and Seller all
expect that the option exercise, series B closing, series C closing and series A redemption will
all occur simultaneously.
All agree to the extent that the series A preferred stock remains outstanding after the
closing. The Taylor note will be subordinated to the payment of redemption obligations to
Donna Taylor in accordance with the Green letter.
Purchaser and Seller both agree that the First Interstate Bank loan has a priority i.e.
security interest in the common stock of Universe Life and that will remain in affect. The
Company will agree not to increase the amount of this loan security from its current amount.
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3.

Interest Rate. Purchaser and Seller agree on a fIxed interest rate of 8 1/4%.

4.

Prepayment. Purchaser and Seller agree to prohibit prepayment without written

consent of Reed Taylor

5.
Security for the Note. The jnitial security for the note will be a security interest
in the stock of AW, Farmers Health Alliance, Inc., Universe Life and ulrimq.tely, Great Fidelity
Life.

So long as the sinldng fund is not funded to the minimum as provided below, these
security interests will remain.
The minimum amount of the sinking fund will be funded with U. S. Government agency
(or Corporate Bonds issued by AA or AAA Corporations acceptable to Reed). If the fund was
funded with zero coupon bonds of the Federal AS Securities, the amount of the zero coupon
bonds would be about $2.74 ID.illion at current interest rates. The bond would mature in 10
years at $6 million.
The Purchaser and Seller agree that there will be no restrictions on the Sellers ability to
borrow against that sinking fund. Of course, the Purchaser would be prohibited from pledging
any of the assets, or the fund itself under norma) sinking funds provisions. It is proposed to use
First Security or West One Trust Departments as the holder of the sinking fund.

The Purchaser and Seller agrees that a grant of the security interests of individual assets
of the Company, AlA Insurance, Universe~ or Great Fidelity is not necessary or possible. The
Purchaser and Seller agree that as soon as the minimum funding of the sinking fund by
acceptable bonds are available as collateral, Seller will release the stock pledges as long as his
security interest in the sinking fund have the proper priority and are perfected. The Company
will provide that in the event of a public offering of the stock of the company, the Company
roust fund the Sinking fund from the proceeds of the offering, or otherwise, to the minimum
amount of the sinking fund.

6.

Minimum Amount of the Sinking Fund. The Purchaser and Seller agree that

the minimum amount of the sinking fund will be zero coupon bonds equal to the amount
necessary to secure the principal amount of the note of $6 million. Purchaser will not secure
the interest on the Taylor note with the sinking fund. The interest on the note wHl be a general
obligation of the Corporation, but subject to security lien on company commissions. Failure to
pay any interest payment would be ao event of default (#9).
Seller would agree to release his security interest in the stock of the operating companies
when the sinking fund has been funded to the amount equal to the minimum amount.

7.
Representations and Warranties.
Purchaser and Seller will prepare
representations and warranties that are reasonable and acceptable to the other.
8.
Covenants. The Purchaser and Seller agrees that quarterly and annual financial
statement reporting arrangements will be acceptable. Those arrangements will follow statutory
guidelines for the insurance companies.
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Purchaser proposes that the covenants provided to the series A preferred shareholder and
the First Interstate Bank are adequate and sufficient covenants. No new set of covenants are
necessary. Seller will decide which covenants should be applicable to survive the minimum
funding of the security sinking fund. Purchaser will customize the covenants for Seller upon
liquidation of preferred A stock and FIBK loan.
Company will consistently apply GAAP accounting rules for deferred acquisition costs,
as have been applied consistently throughout the companY'1i history and reviewed by independent
auditors, and filed with various state insurance departments.
Purchaser and Seller agree that the Board will decide management compensation
increases. The area of dividends, loans to subsidiaries, restrictions on transfers and
encumber somes on material assets are covered in the covenants provided to the preferred A
stock or the First Interstate Loan.
9.
Defaults. Purchaser and Seller recognize the importance of the installment sales
methods of Federal Income Tax treatment to Reed. Since there is a sinking fund, there wm not
be a "tax" default penalty because the sinking fund will be written to VQid the possibility of
prepayment without Reed's consent.
With respect to technical and minor defaults, Purchaser and Seller will provide written
notice ~ 30 day opportunity for cure, as normally provided. Those items that cannot be cured
will not be considered so long as interest payments are continuing.
With respect to a major default, which is the failure to pay any monthly interest payment
and failure to cure within a 30 day notice, Purchaser and Seller that it will trigger a lien and
security interest on AIA's commissions whether they pass through Trust lockboxs or not. Such
security interest will be acknowledged by Centennial Life or successor carrier.
10.
Consulting Agreement. Purcbaser and Seller agree tbat.a covenant not to compete
in the farm association related group health business as long as the note is outstanding and for
a period of the consulting agreement plus three years, wb.ichever is longer, is acceptable to both.
The annual compensation will be $147,000.
11.
Debit Balance. The debit balance will be paid at closing by redemption of Reed's
remaining shares in conjunction with write off of the CAP Service Center balance (see #13).
The redemption price will be $5.05 per share
12.
Airplanes. Purchaser and Seller will transfer all three airplanes to Mr. Taylor
upon closing. Seller will assume the Cessna debt as consideration.
CAP Program. Th.e CAP Services Center balance at 2/28/95 is approximately
13.
$96,820 and appears after consideration of payments in March and the outstanding expenses, it
will be right at $100,000 at time of closing. Purchaser will write off this balance as part of
stock redemption (#11).
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14.
CAP Agency Expense and Deferred Universe and lnvestoX'S Commissions
Income. At the present time, expenses for the CAP program is $98,680, about $28,000 per
month. The deferred [;lrst year commissions for both CAP and from Investors and Universe for
the next year will be about $100,000. The next twelve months will be $100,000. This does not
include renewal override commissions. Purchaser will write off the expenses in 1995 and keep
the deferred commissions from the Investors and Universe. All CAP expenses, incurred after
the date CAP begins marketing for Colorado Bankers will be reimbursed.
15.
CAP Agency Location.. Purchaser and Seller agree that the CAP agency would
be moved to a new premises on or about June 1, 1995, upon completion of a contemplated
building transaction. Should the move occur, then, the furnishings and fIxtures that have been
loaned to the CAP agency and foundation would be transfe.tr.ed with them at that time.
Duplicative equipment, e.g. extra mailing machine, and up to ten modUlar stations will be
transferred to CAP at AlA's book, or via assignment of AlA's lease.
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RODERICK C. BOND, ISB No. 8082
SMITH, CANNON & BOND PLLC
508 Eighth Street
Lewiston, Idaho 83501
Telephone: (208) 743-9428
Fax: (208) 746-8421
MICHAEL S. BISSELL, ISB No. 5762
CAMPBELL, BISSELL & KIRBY PLLC
7 South Howard Street, Suite 416
Spokane, W A 99201
Tel: (509) 455-7100
Fax: (509) 455-7111
Attorneys for Plaintiff Reed J. Taylor
IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE STATE OF
IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single person,
Plaintiff,

Case No.: CV-07-00208

v.

AlA SERVICES CORPORATION, an
Idaho corporation; AlA INSURANCE,
INC., an Idaho corporation; R. JOHN
TAYLOR and CONNIE TAYLOR,
individually and the community property
comprised thereof; BRYAN FREEMAN,
a single person; JOLEE DUCLOS, a single
person; CROP USA INSURANCE
AGENCY, INC., an Idaho Corporation; and
JAMES BECK and CORRINE BECK,
individually and the community property
comprised thereof;

PLAINTIFF REED TAYLOR'S REQUEST
FOR HEARING TO BE SCHEDULED FOR
REED TAYLOR'S MOTION TO AMEND
AND SUPPLEMENT COMPLAINT

Defendants.

~fdI~
PLAINTIFF'S REQUEST FOR HEARINGS ON MOTION TO AMEND - 1

ORIGI

l

Plaintiff Reed Taylor, by and through his undersigned counsel, moves the Court as
follows:

A. Request for Hearing
1.

Reed Taylor requests that the Court immediately schedule for hearing his Motion

to Amend and Supplement Complaint.
DATED: This 28 th day of April, 2009.
SMITH, CANNON & BOND PLLC
CAMPBELL, BISSELL & KIRBY PLLC

By:

'I

Roderick C. BondV
Michael S. Bissell
Attorneys for Plaintiff Reed 1. Taylor
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RODERICK C. BOND, ISB No. 8082
SMITH, CANNON & BOND PLLC
508 Eighth Street
Lewiston, Idaho 83501
Telephone: (208) 743-9428
Fax: (208) 746-8421
MICHAEL S. BISSELL, ISB No. 5762
CAMPBELL, BISSELL & KIRBY PLLC
7 South Howard Street, Suite 416
Spokane, W A 99201
Tel: (509) 455-7100
Fax: (509) 455-7111
Attorneys for Plaintiff Reed J. Taylor
IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE

REED 1. T AYLOR, a single person,
Plaintiff,

Case No.: CV-07-00208

v.
AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an Idaho
corporation; R. JOHN TAYLOR and CONNIE
TAYLOR, individually and the community
property comprised thereof; BRYAN
FREEMAN, a single person; JOLEE DUCLOS,
a single person; CROP USA INSURANCE
AGENCY, INC., an Idaho Corporation; and
JAMES BECK and CORRINE BECK,
individually and the community property
comprised thereof;

PLAINTIFF REED J. TAYLOR'S
MOTION AND MEMORANDUM OF
LA W TO AMEND AND
SUPPLEMENT COMPLAINT

Defendants.

PLAINTIFF'S MOTION TO AMEND
AND SUPPLEMENT COMPLAINT - 1

2~7

ORiGI

l

Plaintiff Reed J. Taylor ("Reed Taylor") moves the Court for an Order to Amend and
Supplement his Complaint by filing his Sixth Amended Complaint:
I. LEGAL AUTHORITY AND ARGUMENT

"[A] party may amend a pleading only by leave of the court ... and leave shall be freely
given when justice so requires ... " I.R.C.P. 15(a). Similarly, a party may move to supplement a
"pleading setting forth transactions or occurrences or events which have happened since the date
of the pleading sough to be supplemented ... " I.R.C.P. 15(d). "Great liberty should be shown in
allowing amendments to pleadings in furtherance of justice between parties." Smith v. Shinn, 82
Idaho 141, 149,350 P.2d 348 (1960).
Here, Reed Taylor is moving the Court to amend and supplement his Fifth Amended
Complaint by filing a Sixth Amended Complaint in this action.
The purpose of the amendment and supplement is to: (1) simplify and clarify claims and
allegations as presently pled; (2) incorporate events which have transpired and/or have been
discovered since the filing and serving of the Fifth Amended Complaint; (3) clarify and allege
new claims, causes of action and requested relief; (4) allege new claims and causes of action
against present and new defendants; and (5) to name new defendants.
In addition to the above reasons for filing an amended complaint and because of the
"illegality" defense being asserted by the Defendants in this action (for which Reed Taylor has
an ongoing objection), Reed Taylor's Sixth Amended Complaint will specifically allege claims
for

fraud

(including

constructive

fraud),

breach

of

contract,

unjust

enrichment,

intentional/negligent misrepresentations, reformation of redemption agreements and related
promissory notes, quantum meruit, and/or other claims against the presently named defendants

PLAINTIFF'S MOTION TO AMEND
AND SUPPLEMENT COMPLAINT - 2

and other defendants.
Reed Taylor will file and serve a proposed Sixth Amended Complaint after the Court has
scheduled this Motion for hearing.

II. CONCLUSION
Reed Taylor's Motion should be granted and he should be permitted to file his Sixth
Amended Complaint.
DATED: This 28 th day of April, 2009.
SMITH, CANNON & BOND PLLC
CAMPBELL, BISSELL & KIRBY PLLC

By: _ _ _ _ _-"--;.j
Roderick C. Bon
Michael S. Bissell
Attorneys for Plaintiff Reed J. Taylor

f

PLAINTIFF'S MOTION TO AMEND
AND SUPPLEMENT COMPLAINT - 3

CERTIFICATE OF SERVICE
I, Roderick Bond, declare that, on the date indicated below, I served a true and correct
copy of Reed Taylor's Motion and Memorandum of Law to Supplement Complaint, Request for
Hearing, and Notice of Hearing on the following parties via the methodes) indicated below:

David A. Gittins
Law Office of David A. Gittins
P.O. Box 191
Clarkston, WA 99403
Attorney for Defendants JoLee Duclos and
Bryan Freeman

Michael E. McNichols
Clements Brown & McNichols
321 13th Street
Lewiston,ID 83501
Attorney for R. John Taylor

David R. Risley
Randall, Blake & Cox
1106 Idaho St.
Lewiston,ID 83501
Attorney for Connie Taylor, James Beck and
Corrine Beck

Gary D. Babbitt
D. John Ashby
Hawley Troxell Ennis & Hawley LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise, Idaho 83701-1617
Attorneys for AlA Services, AlA Insurance, and
Crop USA Insurance Agency

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)
Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)
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James J. Gatziolis
Charles E. Harper
Quarles & Brady LLP
300 North LaSalle Street
Suite 4000
Chicago, IL 60654
Attorneys for Crop USA Insurance Agency

Charles A. Brown
Attorney at Law
324 Main Street
Lewiston,ID 83501
Attorneys for AlA Services 401(k) Plan

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered - Via Messenger
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Signed this 28 th day of April, 2009, at Lewiston, Idaho.
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IN THE DISTRICT COURT OF
STATE OF IDAHO, IN AN

REED J. TAYLOR, a single person,
Plaintiff,
v.
AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an
Idaho corporation; R. JOHN TAYLOR and
CONNIE TAYLOR, individually and the
community property comprised thereof,
BRIAN FREEMAN, a single person; JOLEE
DUCLOS, a single person; CROP USA
INSURANCE AGENCY, INC., an Idaho
corporation; and JAMES BECK and
CORRINE BECK, individually and the
community property comprised thereof,
Defendants.

CONNIE W. TAYLOR and JAMES BECK,
Counterclaimants,
v.

REED 1. T AYLOR, a single person,
Counterdefendant.

ORDER SETTING HEARING ON
PLAINTIFF'S RULE 56(f) MOTION

)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)

CASE NO. CV07-00208

ORDER SETTING HEARING ON
PLAINTIFF'S RULE 56(f) MOTION

)
)
)
)
)
)
)
)
)
)

ao 72-

IT IS HEREBY THE ORDER OF THE COURT that Plaintiffs Rule 56(f) Motion will
be heard by the Court on MAY 14,2009 at 1:30 p.m. Pacific Daylight Time.

Dated this

ORDER SETTING HEARING ON
PLAINTIFF'S RULE 56(f) MOTION

:30

CERTIFICATE OF MAILING
I hereby certify that a true copy of the foregoing ORDER SETTING HEARING ON PLAINTIFF'S
RULE 56(f) MOTION was

~AXED, by the undersigned at Lewiston, Idaho, this
Roderick Bond
508 Eighth St
Lewiston, ID 83501
Gary Babbitt
John Ashby
PO Box 1617
Boise, ID 83701-1617
James Gatziolis
Charles E. Harper
Quarles @ Brady LLP
500 W Madison St., Ste 3700
Chicago IL 60661-2511
Michael McNichols
POBox 1510
Lewiston, ID 83501
Michael Bissell
7 So Howard St., Ste. 416
Spokane WA 99201
David Risley
PO Box 446
Lewiston, ID 83501
David Gittins
PO Box 191
Clarkston WA 99403

ORDER SETTING HEARING ON
PLAINTIFF'S RULE 56(f) MOTION

S

J 1ay of

::~009, to:

6/2009 4: 20: 26 PM

D

Silvers

Hawley

xell

Page 3

FILED
lCm P1VW 6 Pr1t 5 2!6
Gary D. Babbitt, ISB No. 1486
D. John Ashby, ISB No. 7228
HA WLEY TROXELL ENNIS & HAWLEY LLP
877 Main Street, Suite 1000
p.o, Box 1617
Boise, ID 83701-1617
Telephone: 208344,6000
Facsimile: 208.954.5201
Email: gbabbitt@hawleytroxeI1.com
jashby@hawleytmxdlcom

DE pun

Attorneys fOl AIA SeIVices COIporation and
AlA Insurance, Inc.,
IN THE DISTRlCT COURT OF THE SECOND ,nJDICIAL DISTRICT
OF THE STAlE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. I AYLOR, a single person,
Plaintiff~

vs,

)
)
)
)

)
AlA SERVICES CORPORATION, an Idaho )
co:rpOIation; AlA INSURANCE, INC., an
Idaho cOlPoration; R. JOHN IAYLOR and
CONNIE TAYLOR, individually and the
community property comprised thereof;
BRYAN FREEMAN, a single person; JOLEE
DUCLOS, a single person; CROP USA
INSURANCE AGENCY, INC, an Idaho
COIporation; and JAMES BECK and
CORRINE BECK, individually and the
community pmperty comprised thereof;
Defendants.

)
)
)
)
)
)
)
)
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)
)
)
)
)
)
)
)
)

D. JOHN ASHBY, being first duly sworn upon oath, deposes and says:

1,

I am an attomey with the law film of Huwley Troxell Ennis & Hawley LLP,

counsel of record fOI Defendants AlA Services CorpOIation and AlA Insurance, Inc", in the
above-referenced matter. I make this affidavit based upon my own personal knowledge .
2,

This affidavit is submitted in opposition to Reed Taylor's Rule 56(f) motion for

continuance filed ApI11 9, 2009, More specifically, this Affidavit is submitted in response to the
Affidavit of Roderick C. Bond filed on April 22, 2009.
3,

Mr.. Bond's affidavit, which was seIved on April 22, 2009 at approximately 4:36

p,m, MST (the aftcmoon prior to the APlil23, 2009 hearing on several motions for SUlllmaIY

judgment), is mostly repetitive of various other affidavits and bIiefs submitted in support of Reed
Taylor's pIior motion pursuant to I R.C p" 56(f), The prior 56(f) motion has already been fully
briefed and was argued at a hearing on March 12, 2009, and Reed TayIm's motion was taken
under advisement at that time. Thus, it is uncleal why Reed I aylm has filed this additional
affidavit Nevertheless, this affidavit will address certain new issues raised in ML Bond's most
recent affidavit
4

Paragraph 6 ofMr, Bond's affidavit asse1ts that he ha-: not been plovided "the

documents contained in the legal files of Ebede BeIlin and Hawley Troxell" Even putting aside
SUPPLEMENTAL AFFIDAVIT OF D, JOHN ASHBY IN OPPOSITION 10 REED
TAYLOR'S 4/9/09 56(1") MOTION - 2
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the question of whether those legal files are privileged, MI. Bond has been infOImed on multiple
occasions that there are no documents at Hawley Troxell or Eberle Berlin to be produced that are
responsive to Reed TaylOI 's discovery requests Attached hereto as Exhibits 1 through 3 are true
and accUlate copies of email communications that have informed Reed Taylor'S counsel that (1)
Eberle Berlin is not in possession of legal files peltaining to the opinion letter given in
connection with the redemption of Reed Taylor's stock; and (2) Hawley TIoxell is not in
possession ofthe Eberle Berlin files
5..

ParagIaph 6 ofM!. Bond's affidavit nllther asserts that "[w]e have not received a

full and complete plivilege log eitheI." Attached hereto as Exhibit 4 is a true and accUIate copy
of AlA's pIivilege log, which was produced on Febmary 12,2009 . Reed TayIOI's counsel has
not challenged the plivileged nature ofthe documents described on that privilege log .
6

Paragraph 7 ofM!. Bond's affidavit asserts: "When I was last at AlA SeIvices

COIpOIation's offices last week, only certain documents from 1986 through 1994 were provided
to us for inspection. We were not provided all documents and were advised that documents had
been destroyed" Whether intentional or not, this assertion implies that AlA Selvices has (1) not
produced the accounting docwnents in its possession; andiOI (2) has recently destroyed
documents. Neither implication is conect AlA Selvices has made available fOI inspection its
accounting documents from the date of its incOIpOlation through 1996 (the year of the Stock
Redemption Restructure AgI eement). I have advised MI . Bond that AIA Selvices no longeI
possesses all ofthe accounting documentation prior to 1996 Attached hereto as Exhibit 5 is a
true and accurate copy of a string of emails in which Mr Bond was infOImed that, pursuant to a
ten-year document preservation policy, many old accounting documents were destroyed long
before Reed Taylor brought suit against AIA SeIvices Notably, AlA's ten-year' document
SUPPLEMENTAL AFFIDAVIT OF n, JOHN ASHBY IN OPPOSITION TO REED
TAYLOR'S 4/9/09 56(F) MOTION - 3
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retention policy is 10ngeI than the seven years that the IRS generally recommends that tax
documents be preserved.
7.

I infOImed ML Bond that AlA Services would produce whatever accounting

documents it has fOI the relevant time period, and any implication that AlA SeIvices is
withholding

01 has

improperly destroyed documents is unfounded Mr.. Bond and an accountant

expert witness reviewed AlA's pte-1995 accounting documents on APlil16, 2009 .
8.

Mr. Bond's affidavit also attaches documentation of several communications

betwccn Mr. Riley (then with the EbeIle Berlin law film) and Scott Bell, who Tepresented Reed
Taylor in connection with the 1995 Stock Redemption Agreement and the 1996 Stock
Redemption Restructme Agreement. It is unclear how these communications support Reed
Taylor'S 56(£) motion in that fOImer Idaho Code § 30-1-6 stIictly prohibits any redemption of
stock other than out ofthe corporation's earned sUlpIus . The statute does not contain a scienter
or knowledge requirement, so the knowledge oflawyers involved in the Iedemption

01'

Reed

TaylOI's shares is not relevant.
9.

If anything, the communications attached as Exhibits 7 tbIough 14 of Mr . Bond's

affidavit merely establish that Reed TaylOI enjoyed extensive expelt legal advice and counseling
[rom his own counsel, CairncIOss Hcmpelmann of' Seattle, Washington, concerning the structure
and teIms ofthe 1995 Stock redemption Agreement and the 1996 Stock Redemption RestlUcture
Agreement As set f01th in Exhibit W to the Affidavit of Aimee Gordon, dated FebIUary 12,
2009, AlA Services paid Caimcross Hemplemann $96,065 in connection with the preparation of
the Stock Redemption Agreements As set f01th in the Exhibits attached to Ml. Bond's affidavit,
Caimcross Hempelmann attomey Scott Bell drafted the Stock Redemption Agreement. Attached
hereto as Exhibit 6 is a true and accmate copy of a 1995 Martindale-Hubbell Law Directors
SUPPLEMENTAL AFFIDAVIT OF D JOHN ASHBY IN OPPOSITION TO REED
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summary on Caimcross Hempelmann. That biography descIibes Caimcross Hempelmann as
having a "sophisticated business pIactice, with palticular emphasis on corporate finance and

securities walk..
FurtheI

yOUl

"
affiant sayeth naught.

>2=
Ashby

ST A TE OF IDAHO

)

County of Ada

) ss .
)

SUBSCRlBED AND SWORN before me this

DEANNA L. SILVERS
NOTARY PUBLIC
STATE OF IDAHO

U1\A

day of May, 2009

Name: ~V\():.. L. S;I\,fe.06
Notary Public for Idaho
Residing at
~!b"I\fO-l LD
My commission expires
S ~ 2.~ 2.01 S
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CERTIFICATE OF SERVICE
I HEREBY CERTIFY that on this 6th day of May, 2009, I caused to be selved a tlue
copy of the foregoing SUPPLEMENTAL AFFIDAVIT OF D, JOHN ASHBY by the method
indicated below, and addressed to each ofthe following:
Roderick C, Bond
SMITH, CANNON & BOND PLLC
508 Eighth Street
Lewiston,ID 83501
rod@scblegal.com
[Attorneys for Plaintiff]

_ _ U ,S, Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ Telecopy
-LEmail

Michael S, Bissell
CAMPBELL, BISSELL & KIRBY, PLLC
416 Symons Building
7 South Howard Street
Spokane, WA 99201

_ _ U,S Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ Telecopy
-L-Email

mbissell@cbkla~eT's.com

[Attorneys for Plaintiff]
David A, Gittins
LAW OFFICE OF DAVID A. GITTINS
PO, Box 191
Clarkston, WA 99403
david@gittinslaw.com
[Attorney for Defendants Duclos and Freeman]

_ _ US. Mail, Postage Prepaid
Hand DeliveIed
_ _ Overnight Mail
_ _ Ielecopy
2Email

Michael E. McNichols
CLEMENTS BROWN & MCNICHOLS
321 13th Sueet
Lewiston, ID 83501
mmcnichols@clblmc.com
[Attomeys for Defendant R. John TaylOl]

_ _ U.S,. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ Telecopy
--L Email

David R Risley
RANDALL, BLACK & COX, PLLC
PO. Box 446
1106 Idaho Street
Lewiston, ID 83501
David@I bcox.com
[Attomeys for Defendants Connie Taylor, James Beck
and Corrine Beck]

_ _ US Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
",;z{!leco py
. Email
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James J Gatziolis
Charles E. Harpel
QUARLES & BRADY LLP
300 NOIth LaSalle Street, Suite 4000
Chicago, IL 60654
james.gatziolis@guarles.com
charles.harpet@guades.com
[Attorneys for Crop USA Insmance]

_ _ US. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ Telecopy
=::ZEmail

Charles A. Brown, Esq,
324 Main Street
Lewiston,ID 83501
CharlesABrown(il),cableone.net
[Intervenor, 401(k) PIOfit Sharing Plan]

_ _ US. Mail, Postage PIepaid
Hand Delivered
_ _ Overnight Mail
_ _ Telecopy
~Email
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John Ashby
From:

Gary Babbitt

Sent:

Tuesday, April 21, 200911:24 AM

To:

'Roderick C Bond'; John Ashby; James D. LaRue

Cc;

rjt@lewistondsl com; mbissell@cbklawyers com; Sarah L Riedle; John Ashby; Richard
Riley

Subject:

RE: Taylor v AlA Services, et al [DMSMSG1 FID319790]

Follow Up Flag: Follow up
Flag Status:

Orange

Categories:

Filed To Worksite

Dear Rod, You have been advised on two other occasions that HTEH does NOT have any Eberle Berlin files
relating to AlA, Once again HTEH does not Eberle Files relating to AlA" Gary Babbitt

Fr'om: Roderick C, Bond [mailto:rod@scblegal..com]
Sent: Tuesday, April 21, 2009 10:40 AM
To: Gary Babbitt; John Ashby; James D. LaRue
Cc; rjt@lewistondsl.com; mbissell@cbklawyers.comi Sarah L. Riedle
Subject: Taylor v. AlA Services, et aL
Gary:

Is Hawley Troxell presently in possession of the Eberle Berlin files on the redemption of Reed Taylor's shares in
1995/1996? If not, can you tell me where those files are located? Thanks.
Rod

By: Roderick C. Bond
Smith, Cannon & Bond PLLC
508 Eighth St
Lewiston, ID 83501
Tel: (208) 743-9428
Fax: (208) 746-8421
[Q9@scblegal.com
This email and any attachments may contain confidential and/or legally privileged information, which only the
authorized recipient may receive and/or view If you are not an intended recipient, please promptly delete this
message and contact the sender at the above address Thank you
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Michelle Neufeld
From:

Roderick C Bond [rod@scblegal com]

Sent:

Monday, June 30, 2008 10:47 AM

To:

Gary Babbitt; Michael McNichols; Jon; Gatziolis, James J ; David A Gittins

Cc:

John Ashby; mbissell@cbklawyers com; charper@quarles.com: Jack R Little;
mbissell@cbklawyers com; rjt@lewistondsl com

Subject: RE: Deposlitlon of Dick Riley
Hi Gary:
Please just provide me with availability dates for Dick Riley We can sort through the privilege issue beforehand
Thanks.
Rod

From~

Gary Babbitt [mailto:GDB@hteh.com]

Sent: Thursday, June 26, 200811:28 AM.,
To: Roderick C Bond; Michael MCNichols; Jon; GalZiolis, James J.; David A Gittins
Cc: John Ashby
Subject: Deposiition of Dick Riley

Rod,
We can arrange Dick's deposition here in Boise I would, however, like to discuss with you what the scope of his
deposition might be Dick when he came to Hawle't Troxell did not bring any AIA flies with him I and his
representation of AlA has been limited since coming here in 1999. Basically, we will cooperate with you in
producing nonpriviJeged , relevant documents. The firm will resist any attempt by the Plaintfill to broadly review
our files that are not relevant. Moreover, we intend to protect our work product and attorney client privileges.
That being said, r would like to arrange a time when we can discuss the deposition that you propose to take and
its timing.

Gary

8/8/2~~PPLEMENTAL AFFIDAVIT OF D. JOHN ASHBY IN OPPOSITION TC
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Richard Riley
From: ,-Roderick C. Bond [rod@scblegal.com]
Sent:

Saturday, February 21,200912:56 PM

To:

Gary Babbitt; John Ashby

Cc:

Jjt@lewistondsl com; Mike Bissell; Ned A Cannon; James D LaRue; jgjording@g-g com

Subject: Taylor v AlA Services, et al

Gary, Mr Gjording, and other Counsel:
We want to be clear for the record on a few things prior the hearing presently set for March 12,2009 The
Defendants are collectively arguing the redemption was illegal. These arguments first appeared in April 2008,
when Connie Taylor and James Beck filed their Motion for Partial Summary Judgment Hawley Troxell, Richard
Riley's firm, has joined in the "illegality" arguments and has submitted supporting briefing and constantlyargues
"Illegality" at virtually every hearing The actions taken by the Defendants have implicated the opinion letter
provided by Richard Riley's old firm Eberle Berlin, for which the statute of limitations have no bearing because
Reed Taylor's damages began accruing in April 2008 In addition to providing notice of damages, we are advising
you of the following:
1

2

3
4

5

6
7

8

The Opinion Leiter provided by Eberle Berlin expressly implicates the "knowledge" held by Richard Riley
It is Reed Taylor's position that Mr Riley has personalliabiiity under the terms of the opinion letter
Richard Riley attended many board meetings and permitted actions 10 be taken If, in the event the Court
were to rule the transaction was Illegal, then claims for securities fraud will be pursued as well
All of Richard Riley's knowledge and information is imputed to the members of Hawley Troxell
Reed Taylor has been damaged by the alleged "illegality" argument, regardless of the fact that we believe
the argument lacks merit Although we are hopeful that the illegality issue will be defeated. Reed Taylor
has not ueen permitted to take possession of the collateral, funds have continued to be used
inappropriately. and business decisions made that were not approved by Reed Taylor
Reed Taylor is demanding Ihat all attomeys advise their malpractice carriers of all facts and issues
pertaining to this action.
Reed Taylor again hereby tenders defense to Eberle Berlin and Richard Riley, tenders defense to AlA
Services. and also demands that his defense be paid for by the attorneys and law firms implicated and AlA
Services
Under the same Iheorfes being asserted against Reed Taylor. AlA Services should be pursuing claims
against Richard Riley and Eberle Berlin
Reed Taylor's counsel will pursue all claims of relief necessary to make him whole and recover his
damages

In addition, we have been advised that Eberle Berlin a parenti no longer has any tiles per1aining to the opinion,
letler. This means that ocuf!1ents have either been estroye or t e files are now with Richard Riley at Hawley
Troxell. This also is troubling as I was advised that Eberle Berlin aid in fact have files on AlA I am carbon
copying Eberle Berlin's counsel as well and will forward copies of some of the pleadings filed in this case
regarding the alleged "illegality" argument, including, without limitation, arguments made by Richard Riley's
present firm Hawley Troxell I have spoken with attorneys with significant experience writing opinion letters and
the consensus is unequivocal thaI the opinion letler provided 10 Reed Taylor implicates more than one claim
against the attorneys, including, Mr Riley personally

We look forward to hearing from you all

Thank you

Rod
By: Roderick C. Bond
Smith, Cannon & Bond PLLC
508 Eighth 5t

SUPPLEMENTAL AFFIDAVIT OF D. JOHN ASHBY IN OPPOSITION 1 D
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Lewiston, ID 83501
Tel: (208) 743-9428
Fax: (208) 746-8421
rod@scblegal com

This email and any attachments may contain confidential and/or legally privileged information, which only the
authorized recipient may receive and/or view If you are not an intended recipient, please promptly delete this
message and contact the sender at the above address. Thank you
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WASHINGTON-SEATTLE

. PROFESSIONAL BIOGRAPHIES

CAIRNCROSS & HEMPELMANN
A PROFESSIONAL SERVICE CORPORATION

Women's Law Center (Co-Chair of l.eiislative CommitIee, 1989·1990)

PRACflCE AREAS: Land Use Law; Environmental uw
LA URIE D. HEINZ, born Oakland. California, D=nber 8, 1956; ad·

rnitted to bar, 1989. Washington Educalion: University of Caljfornia at
Davis (B.s .• with honors. 1979); University of Puget Sound (J D. cum
laude. 1989). Member: Washington State Bar Association; American Meteorological Society; Air Pollution Control Association; Technical AssociaFAX: 206-·587·2308
tion of tbe Pulp and Paper Industry. PRACJ1CE AREAS: Intellectual
Corporate and General Businm, Real Brate Development and Finance
Property Law; Corporate Law; General Business Law
and Litigation
JOHN If. HEMPELMANN, born Evanston, Illinois. July I. 1942; ad·
FIR.lJ PROFILE: Cairn cross &: Hempelmann. P. '>. hll.! a sophisticated
rnitted to bar, [969. Washington; 1986. US . Supreme Court. Education:
busfner:s practice, with particular emphasis on corporate fioonce and ~C'lJriGeorgetown University (B.A .• with honors. 1964; M A. 1969); University
ritS work, mergers (lnd acquisitions. intellectual propmy. real estate. land
of Washington (l.D. 1969) Alpba Sigma Nu. Associate Editor, University
use and environmental matters. lfUation of businwes and individuals. and
of Washington Law Review. 1%8-1%9. Staff. United States Senate, [964eState and business planning for business owne/'! and high net· K'Urtlr indi-- . - 1966:· Member. Washington State Bar Association . PRAcrJCE AREAS;.
yiduals. The finn engages in erial and appellate commercial litigation. The
R~ Estale Development Law; Finance Law; Land Use Law; Z<lning Law;
firm's clients include in[ematiol!al and national corporalionr. regional and
EnVlrowncntal Law..
local businesses,'professional praclices and a number of individual enlre·
CRAIG T. KOBAYASHI. born Seattle. Washingtoo. November II.
prt?Tleurs.. The firm's a/tomeys have signljicant transac1ional. legislorive and
1957; admitted to bar. 1984. Washington. Education: University of WashiitigCllion experience.
ington IBA.. magna cum laude, 1979); Boatt Hall School of Law. University
of California (J.D. 1984). Phi Beta Kappa Member. Board of Edi tors.
SCOTlT. BEll, born For1 Collins, Colorado, April 23. 1956; admitted
California Law Review. 19U·1984_ Member. Board of Editors. La Raza
to bar. 1981. Washington. Educa/iar!.· University of TI!ltIIS a[ Aus[in (B. A.
law Journal. 1983·1984. Member. Washington Slate B.ar Association;
1978); Harvard University and New York University (J.D.• 198 J) Member:
Asian Dar Association of Washington .. PRACJ1CE A.REAS: Corporate
Washington Stale Bar Association PRACTICE AREAS: Corporate Law;
Law; General Business Law; In teflectual Property Law
General Business Law; Securities Law; Partnership Law.
J. TATE' LONDON, born Ketchikan. Alaska. November 24. 1%1; ad·
n. RA YMOND CAlRNCROss, born Everett. Washington. August 8. mitted
to bar, 1988. Washington. Education: WlIlamelte University; Stan1941; admitred to bar. 1968.,. Washingloo Education: Stanford University
ford University (A.B, 1984; J.D, 1988). Author: 'The '1991 Amendments'
(A .B. t%3); University of Waslllngton (J.D. 1968). Managing Editot •
.~
to The Alaska Native Qaims Settlement Ac!: Protection for Native Lands:
University of Washington law Review, 1%7-[968. Member: Washington
8 Stanford Environmental Law Journal 200. 1989. Member: Washington
,.:
Association,
PRAC11CE
AREAS;
Corporate
Law;
General
Busi·
Slate
Bar
"T "
Stale (Tmstee. Young Lawyers Division, 1993-). Killg County. Northwest
JlOS Law; Bu3incss Planning Law; Finaocings Law; Conuncrcial TransaeIndian (Treasurer. 1992-), Native American, Federal and AmeriC3.II Bar
;,' lions
Associations. PRACJ1CE AREAS: Utigation; Franchise law; Business
WILLIAM A. CARl.EION, III, born San Antonio. I'exas. November
Torts.
29, 1961; admitted to bar, 1991, Washington. Education; Lafayeue College
OONALD E. MARCY, born Yakima. Washington. Do.:cmber 8, 1952;
(A.B., 1983); Cornell University (M.F.A. 1986; J D. magna cwn laude,
admitted to bar, 1980. Washington .. Education: Stanford University (A.B.
1991). Order of the Coif. Articles Editor, Cornell Law Review. 1990-1991.
with honors, 1975); University of Southern California (J.D., 1979). Execu·
Anthor: Note. 'Copyright Royalties ror Vilual Ar1ists: A Display..Based
tive Editor of Articles. Southern California Law Review. 1978-1979. MemAlternative to the Droit de Suite,' 76 Cornell Law Review 510. 1991. Member.: Washington State (Director. Envirownental and Land Use Law Secber. Washington State Bar Association. LANGUAGES: Japanese. PRAC·
tion. 1983-1986) and American Bar Associations PRACJ1CE AREAS:
TICE AREAS: Business Law; Securities uw; Employment Law; Water
Land Use Law; Real Eslate Deve1ol!lDcnt law
law .
JOHN MCKAY, born Seattle. Washington, June 19. 1956; admitted to
!>om Detroit. Michigan. March 30. 1958;
bar. 1982, Waslllngton. &iucatioll.: University of Washington (B.A.. 1978);
admitted to bar, 1984, WaslJington. Education: Harvard College (B.A.• cum
Creighton University (J.D.• 1982) While House Fdlow. 1989·1990. Memlaude, 1980); Vanderbilt lJuiversity (J.D .• 1984). Commissioner. Seattle
ber. WaslllngtoJl State (President. Young Lawyers Division, 1988· 1989).
Planning Commission. 1987-. Member. Washington State and Fedt:ral Bar
Federal and American (Doard of Governors. MClllber Ilt Large. 1991-1994)
Associations . PRACTICE AREAS: Real Estate Development Law; Fi ..
Bar Associations. PRACI1CE AREAS: Litigation; Defamation; Business
nance Law; Land Use Law; Environme:nLaI Law
Torts
ERic J. FAHLMAN, born Portland. Oregon. December 26. 1964; adW!LLIAM J. MURPHY, born Sjdn~y. New York. March 13. 1956;
mitted to bar. 1990. Washington. Education: Universiry of Washington
admitted to bar. 1989, Washington. Education: Purdue University
(B A.., cum laude, 1987; J D., 1990). Technical Support Editor. Washington
(D S.AE. 1978); University of Virginia (I.D, (989). Editorial Boards: VirLaw Review. 1989-1990 Author: 'Forum Selection Clauses: Should State
ginia Journal of Natural Re:IOu£ces Law. Journal of Law and Politics. 1987or Federal Law Detennine Validity in Diversity ActionsT Stewart Org. Inc.
1988; Litigation Director. Post·Conviction Assistance Project. 1988-1989.
v. Ricol,' 108 S. Cl 2239 (1988),64 Washington Law Review 439 (1989)
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Charles A. Brown
Attorney at Law
324 Main Street
P.O. Box 1225
Lewiston, ID 83501
208-746-9947
208-746-5886 (fax)
ISB # 2129
CharlesABrown@cableone.net
Attorney for Intervenor, 401(k) Profit Sharing Plan
for the AlA Services Corporation.
IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF
THE STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. T AYLOR, a single person,

)
)
Plaintiff,
)
)
)
v.
)
AIA SERVICES CORP., an Idaho
)
corporation; AlA INSURANCE INC., an Idaho)
corporation, R. JOHN TAYLOR and CONNIE )
T AYLOR, individually and the community
)
property comprised thereof; BRYAN
)
FREEMAN, a single person; JOLEE DUCLOS,)
a single person; CROP USA INSURANCE
)
AGENCY, INC., an Idaho Corporation; and
)
JAMES BECK and CORRINE BECK,
)
individually and the community property
)
)
comprised thereof;
)
)
Defendants.

Case No. CV 2007-00208

INTERVENOR'S REPLY
BRIEF TO REED TAYLOR'S
RULE 56(f) MOTION

------------------------------)

AlA SERVICES CORPORATION, an Idaho )
corporation; and AlA INSURANCE, INC., an )
Idaho corporation,
)
)
Counter-Claimants,
)
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Charles A. Brown. Esq.
P.O. Box 12251324 Main Sl.
Lewiston, Idaho 83501
208-746-9947/208-746-5886 (fax)

v.
REED J. TAYLOR, a single person,
Counter-Defendant.

)
)
)
)
)
)

----------------------------)
CONNIE W. TAYLOR and JAMES BECK,
Counterclaimants,
v.
REED J. TAYLOR, a single person,
Counterdefendant.

)
)
)
)
)
)
)
)
)

------------------------------)
401(K) PROFIT SHARING PLAN FOR
THE AlA SERVICES CORPORATION
Intervenor.

)
)
)
)

----------------------------)
COMES NOW the Intervenor by and through its attorney of record,
Charles A. Brown, and provides this reply brief to plaintiff Reed Taylor's rule 56(f) motion, and all
other supporting documents filed therewith.

INTRODUCTION
The plaintiff, Mr. Reed Taylor, by and through his attorneys, has filed the Affidavit
of Roderick C. Bond (1) in Support of Reed Taylor's Motions for Rule 56(f) Continuance, (2)
Request for Sanctions, (3) in Support of Reed Taylor's Pending Motions to Compel Depositions and
Discovery, (4) and in Opposition to Connie Taylor and James Beck's Motion for Partial Summary
Judgment and Joinders by the 401(k) Plan and Other Defendants, dated April 22, 2009, hereinafter
referred to as the "Affidavit of Rod Bond."
The plaintiff sets forth an itemization of why he believes further and more extensive
discovery is required on pages 12-14 of the Affidavit of Rod Bond.
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At this juncture, the issues before the Court are framed by the pending motions for
summary judgment filed by both the plaintiff and the defendants and the motion for reconsideration
filed by 401(k) PROFIT SHARING PLAN FOR AIA SERVICES CORPORATION.

The

substantive portion ofthese motions have already been orally argued before the above-entitled Court.

RESPONSE TO PLAINTIFF'S ARGUMENT

Mr. Bond sets forth reasons why further delay and extensive and continued discovery
is required, as seen through his eyes, and, thus, the following is a response to these statements by
Mr. Bond:

... (aJ ascertain the amount of earned surplus from the date of
incorporation through 1995 and the accounting and related issues
used to determine the earned surplus (all ofthe documents requested
in discovery should provide the answers, if they have not been
destroyed), ...
See p. 12 of the Affidavit of Rod Bond (italics added).
Response:

This has already been orally argued in open Court. Mr. Bond is

essentially seeking to "reconstruct" (using his terms) or "cook the books" (using the 401(k) Plan's
terms) to allow the plaintiff to avoid the audited financials for 1994, 1995 ( twice), and 1996 by
nationally renowned accounting firms hired during Mr. Reed Taylor's tenure. Those accounting
firms came up with the following deficits for said years:
1994

<$919,700.00>

1995

<$18,760,127.00>

1996

<$17,037,673.00>

See p. 7 of the Amended and Restated Expert Witness Affidavit of Paul E. Pederson, the plaintiffs
expert.
Thus, Mr. Bond does not want Mr. Reed Taylor to be bound by the audited financials
which were created when he was majority shareholder, CEO, President of the company in question,
and in charge of the Board of Directors. Mr. Bond has indicated to the Court in oral argument that
he stands a better chance of winning the lottery than being able to reverse such an extreme deficit.
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Thus, what the plaintiff wants to do is reject the audited financials from 1994, 1995,
and1996 which, by his admissions, comply with GAAP standards and reconstruct the records
according to his own liking and needs.

· .. (b) ascertain what the board of directors of AlA Services and
independent committee established to negotiate the purchase ofReed
Taylor's shares considered and how they valued AlA Services at the
time of the redemption of Reed Taylor's shares (i.e., earned surplus
and capital surplus, etc.), ...
See pp. 12-13 ofthe Affidavit of Rod Bond (italics added).

Response:

All of this is irrelevant. The only pivotal issue is the language of

1. C. § 30-1-6 as captured in 1995 and how that statute applies to the facts in question. The various

committees' acts or actions are irrelevant to the applicability ofthe statute to the audited financial
statements in existence at the time.

· .. (c) ascertain what Mr. Riley knew and considered as counsel for
AlA Services and the party responsible for the opinion letter to Reed
Taylor stating that the transaction was legal, ...
See p. 13 of the Affidavit of Rod Bond (italics added).

Response:

What Mr. Riley knew or considered is irrelevant. As well, what

Mr. Reed Taylor's attorneys knew in regard to the legal advice given throughout the negotiations is

irrelevant. Ifthey said it was legal and it was not, they were wrong - the statute still applies. The
issue of illegality must be determined by this Court.

· .. (d) ascertain the value of AlA Services' assets in the 1995-1996
time frame, ...
See p. 13 of the Affidavit of Rod Bond (italics added).

Response:

The statute in question does not bring into account the value of assets,

but rather only what the audited financials reflect in regard to earned deficit and/or insolvency.
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... (e) ascertain all documents and information as to what extent
shareholders approved the transaction as this relates directly to
using capital surplus under I e. § 30-1-6 (and ifnot, why? (Mr. Riley
and John Taylor (also a licensed attorney at the time) would certainly
know the answers to these questions)), ...
See p. l3 of the Affidavit of Rod Bond (italics added).
Response:

The minutes of the shareholders have been obtained and ascertained

by the plaintiff in this matter. Even the plaintiff seeks to rely upon the March 1995 minutes in an

attempt to avoid the applicability of the earned deficit language of

I.e.

§ 30-1-6 (1995).

Mr. Reed Taylor has argued in his brief and in oral argument that when the shareholders' vote was
taken in March of 1995, this somehow authorized the standard of capital surplus to be applied. He
fails to note that the minutes do not reflect discussion of capital surplus whatsoever. Also, he fails
to note that the minutes contemplated the issuance of735,000 shares of Series B Preferred Stock at
the approximate value of$10.00 a share, which would translate into approximately $7,350,000.00.
The sale of Series B Preferred Stock never occurred and the influx of such a tremendous amount of
cash also did not occur. The minutes before the Court clearly reflect that the deal contemplated by
the shareholders in March of 1995 never materialized .

. . . (j) ascertain the total amount ofmoney and unallocated expenses
fraudulently transferred out of AlA over the years that could have
been paid to Reed Taylor as a defense to an illegal contract
(assuming the redemption violated Ie. § 30-1-6 and assuming the
Court finds that the agreements were illegal), ...

See p. 13 of the Affidavit of Rod Bond (italics added).
Response:

This argument is irrelevant. Ifthe Court finds that 1. C. § 30-1-6 (1995)

applies and that the earned deficit made the contract by its definition illegal, then all the parties are
frozen in their tracks. The Wernecke case specifically says that neither party takes anything by way
of the illegal contract and that the parties are left standing in their present positions.
However, neither of these doctrines applies in the case of a contract
that violates the law. If a contract is illegal and void, the court will
leave the parties as it finds them and refuse to enforce the contract.
The contract cannot be treated as valid by invoking waiver or
estoppel. Whitney v. Cont'l Life & Accident Co., 89 Idaho 96, 105,
403 P.2d 573, 579 (1965). Therefore, because the Agreement was
illegal and violative of the Act, ISIF cannot rely on the doctrines of
INTERVENOR'S REPLY BRlEF TO PLAINTIFF
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waiver and estoppel to enforce the Agreement against Wernecke.
Absent limited circumstances not present here, this Court will not
enforce an illegal contract, regardless of the fact that the parties
knowingly entered into that contract.

See Wernecke v. St. Maries Joint School Dist. No. 401,2009 WL 982690, *8 (Idaho) (emphasis
added).

· .. (g) ascertain all knowledge and documents by Richard Riley,
Eberle Berlin and others (no attorney-client privilege exists if the
information cannot be found elsewhere or for opinion letters) to all
issues pertaining to an alleged violation ofI C. § 30-1-6 and related
factual issues, ...
See p. 13 ofthe Affidavit of Rod Bond (italics added).

Response:

What Mr. Riley, Mr. Reed Taylor'S attorneys, Mr. John Taylor'S

attorneys, or anyone's attorneys thought about the whole situation is irrelevant. The only relevant
opinion that applies is what this Court thinks at this moment in time.

· .. (It) ascertain the value of AlA Services capital surplus in 1995
and 1996, ...

See p. 13 of the Affidavit of Rod Bond (italics added).

Response:

As discussed above, the capital surplus comes into play only if the

shareholders authorized the same, and such did not occur in this matter.

· .. (i) ascertain why AlA Services, John Taylor, Richard Riley and

other applicable parties would represent to Reed Taylor that the
redemption was legal and that the corporation had the power and
right to redeem the shares when they are now arguing otherwise, i.e.,
misrepresentation if sufficient earned and capital surplus was not
present, and, ...
See p. 13 of the Affidavit of Rod Bond (italics added).

Response:

It does not matter if all the parties, including Mr. Reed Taylor, thought

the matter was legal at the time and it proves to not have been legal. The issue is now in front of this
Court for the very first time.
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· .. (j) ascertain whether any creditors who were owed money in 1995
exist today, and if so, the amount of money they owed.

See p. 13 of the Affidavit of Rod Bond (italics added).

Response:

Again, this does not apply and is irrelevant. Counsel for the plaintiff

has asserted in open court that AIA Services Corporation was insolvent from 1997 forward
(Mr. Bissell on March 12, 2009), from 2001 forward (Mr. Bond on April 23, 2009), at "all relevant
times" (2nd, 3rd, 4th, and 5th Amended Complaints), and throughout the various pleadings against
the two law firms. Thus, insolvency of AIA Services Corporation has been removed as a point of
contention. The most that the plaintiff can now assert is that AIA Services Corporation was not
insolvent during the second half of 1995 and 1996; the very time period wherein everyone agrees
that AlA Services Corporation's largest obligee, Mr. Reed Taylor, was not being paid, and
Mr. Reed Taylor even sought legal help to write demand letters and force a "restructure" of his Stock
Redemption Agreement, the terms of which were also never met.

CONCLUSION
It is clear byway of uncontroverted affidavits that Mr. Reed Taylor has already been

the beneficiary of over $9 million in cash, outlay, and tangible assets, all of which were done
pursuant to an illegal contract. It is unquestioned that the cases of Wernecke v. St. Maries Joint

School Dist. No. 401,2009 WL 982690 (Idaho), Trees v. Kersey, 138 Idaho 3,56 P.3d 765 (2002),
and Farrell v. Whiteman, 146 Idaho 604, 200 P.3d 1153 (2009) all tell this Court that the question
of illegality can be raised at any time, by anyone. Once it is raised and if the contract is illegal, all
of the parties are frozen in their tracks and no one can recover anything. The status of the law in
Idaho is not only clear, but so recent that the ink is barely dry on the opinions.
The stock redemption agreements in question are illegal and have been illegal since
they were entered into on July 22,995, and July 1, 1996. Despite their illegality, the plaintiff has
pocketed more than $9 million, and thus he has benefitted to a tremendous extent in a manner that
should have been stopped long ago. AIA Services Corporation and its present shareholders are left
with the remnants of a corporation which could have benefitted significantly if it did not have to pay
out $9 million since 1995 - but it is what it is.
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If this Court declares the stock redemption agreements to be illegal and
unenforceable, then the 401(k) Profit Sharing Plan for AlA Services Corporation is going to have
to make a determination in regard to the value of its Series C Preferred Stock; comparing what the
value should be versus the current value. Regardless ofthat determination, the 401 (k) Profit Sharing
Plan will have exhausted the remedies available with the above-entitled Court, as would all other
parties.
RESPECTFULLY SUBMITTED on this 7th of May, 2009.

Charles A. Brown
Attorney for Intervenor, 401(k) Profit
Sharing Plan for the AlA Services Corporation
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Charles A. Brown, Esq.
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Lewiston, Idaho 83501
208-746-99471208-746-5886 (fax)
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in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular first
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery
hand delivered to:
Emailed to: rod@scblegal.com

Roderick C. Bond, Esq. @ 746-8421
Smith, Cannon & Bond, PLLC
508 Eighth Street
Lewiston, ID 83501

mailed by regular first class mail, and
deposited in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular first
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery
hand delivered to:
Emailed to: mbissell@cbklawyers.com

Michael S. Bissell, Esq. @ 509-455-7111
Campbell, Bissell & Kirby, PLLC
416 Symons Building
7 South Howard Street
Spokane, W A 99201

mailed by regular first class mail, and deposited
in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular first
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery to:
hand delivered to:
Emailed to: mmcnichols@clbrmc.com

Michael E. McNichols, Esq. @ 746-0753
Bentley G. Stromberg, Esq.
Clements, Brown & McNichols, P.A.
321 13th Street
P.O. Box 1510
Lewiston, ID 83501
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in the United States Post Office to:
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sent by facsimile and mailed by regular first
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery
hand delivered to:
Emailed to: GBabbitt@hawleytroxell.com &
jashby@hawleytroxell.com

Gary D. Babbitt, Esq. @ 208-342-3829
D. John Ashby, Esq.
Hawley Troxell Ennis & Hawley LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise, ID 83701-1617
[Attorneys for Defendants AIA Services
Corporation, AIA Insurance, Inc., and CropUSA
Insurance Agency]
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[Attorneys for Plaintiff]

[Attorneys for Plaintiff]

[Attorneys for Defendant R John Taylor]

Charles A. Brown, Esq.
P.O. Box 1225/324 Main Sl.
Lewiston, Idaho 83501
208-746-9947/208-746-5886 (fax)
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mailed by regular first class mail, and deposited
in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular first
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery
hand delivered to:
Emailed to: james.gatziolis@quarles.com &
charles.harper@quarles.com

James J. Gatziolis, Esq. @ 312-715-5155
Charles E. Harper, Esq.
Quarles & Brady LLP
300 North LaSalle Street, Ste 4000
Chicago, IL 60654

[Attorneys for Defendant Crop USA Insurance
Agency]

mailed by regular first class mail, and deposited
in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular first
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery
hand delivered to:
Emailed to: david@gittinslaw.com

David A. Gittins, Esq. @ 758-3576
Law Office of David A. Gittins
843 Seventh Street
P.O. Box 191
Clarkston, W A 99403

mailed by regular first class mail, and deposited
in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular first
class mail, deposited in the United States Post
Office to:
sent by Federal Express, ovemight delivery
hand delivered to:
Emailed to: David@rbcox.com

David R. Risley, Esq. @ 743-1266
Randall, Blake & Cox, PLLC
1106 Idaho Street
P.O. Box 446
Lewiston, ID 83501

[Attorney for Defendants Duclos & Freeman]

[Attorney for Defendants Connie Taylor & James
and Corrine Beck]

on this 7th day of May, 2009.
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Charles A Brown, Esq.
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IN THE DISTRICT COURT OF T
STATE OF IDAHO, IN AND

REED 1. TAYLOR
Plaintiff,
vs.
AlA SERVICES CORPORATION,
ETAL
Defendant.

)
)
)
)
)
)
)
)
)
)
)

CASE NO. CV07-00208
AMENDED NOTICE OF HEARING

NOTICE IS HEREBY GIVEN that the above-entitled case is hereby set for
Telephonic Hearing on Plaintiff's Rule 56(f) Motion on Thursday, May 14,2009 at
1:30pm (PT). Mr. Babbitt will arrange the telephone call.
DATED this

7th

Taylor v. AlA, et al.
Amended Notice of Hearing on Plaintif
Rule 56 (f) Motion

CERTIFICATE OF MAILING
I hereby certify that a true copy of the foregoing AMENDED NOTICE OF TELEPHONIC
HEARING was:

~hand delivered via court basket, ~
___ mailed, postage prepaid, by the undersigned at Lewiston, Idaho, this
2009, to:

"(i

1- day of May,

Roderick Bond
Smith, Cannon & Bond
508 Eighth St
Lewiston, ID 83501

David R. Risley
Randall, Blake & Cox
PO Box 446
Lewiston,ID 83501

Michael S. Bissell
7 S Howard St
Spokane, WA 99201

James Gatziolis
Charles E. Harper
Quarles and Brady LLP
300 North LaSalle St., Ste 4000
Chicago IL 60654

Michael E. McNichols
Clements, Brown & McNichols
PO Box 1510
Lewiston,ID 83501

Charles Brown
PO Box 1225
Lewiston,ID 83501

David A. Gittins
PO Box 191
Clarkston, WA 99403
Gary D. Babbitt
D John Ashby
Hawley, Troxell Ennis & Hawley LLP
PO Box 1617

ylor v. AlA, et al.
Amended Notice of Hearing on Plaintiffs
Rule 56 (f) Motion
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DAVID R. RISLEY, ISB No. 1789
RANDALL, BLAKE & COX, PLLC
P.O. Box 446
1106 Idaho Street
Lewiston, ID 83501
(208) 743-1234
(208) 743-1266 (Fax)
Attorneys for Connie Taylor, James Beck and
Corrine Beck
IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT
OF THE STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single person,

)
)
Plaintiff,
)
vs.
)
)
AIA SERVICES CORPORATION, an Idaho )
corporation; AIA INSURANCE, INC., an
)
)
Idaho corporation; R. JOHN TAYLOR and
CONNIE TAYLOR, individually and the
)
community property comprised thereof;
)
BRYAN FREEMAN, a single person; JOLEE )
DUCLOS, a single person; CROP USA
)
INSURANCE AGENCY, INC., an Idaho
)
)
Corporation; and JAMES BECK and
CORRINE BECK, individually and the
)
community property comprised thereof,
)
)
Defendants.
)
)

Case No. CV-07-00208
CONNIE TAYLOR'S AND JIM BECK'S
SUPPLEMENTAL MEMORANDUM IN
OPPOSITION TO REED TAYLOR'S
MOTION FOR RULE 56(F)
CONTINUANCE AND JOINDER
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AIA SERVICES CORPORATION, an Idaho )
corporation; and AIA INSURANCE, INC., an )
Idaho corporation,
)
)
Counterclaimants,
)
vs.
)
)
REED J. TAYLOR, a single person,
)
)
Counterdefendant.
)

----------------------------)
CONNIE TAYLOR'S AND JIM BECK'S SUPPLEMENTAL MEMORANDUM IN
OPPOSITION TO REED TAYLOR'S MOTION FOR RULE 56(F) CONTINUANCE AND
JOINDER - 1

COMES NOW, Defendants Connie Taylor, James Beck and Corrine Beck, and
Counterc1aimants Connie W. Taylor and James Beck, who rely upon their memorandum filed in
this matter on April 16, 2009 to state their opposition to the Plaintiffs Motion for Rule 56(f)
Continuance scheduled for hearing on May 14, 2009.
Defendants Connie Taylor, James Beck and Corrine Beck, and Counterc1aimants Connie

w.

Taylor and James Beck, also rely upon and join in the reasoning found in the Intervenor's

Reply Brief to Reed Taylor's Rule 56(1) Motion (hereinafter "Memorandum") filed on this date.
As set forth in that Memorandum, the germane and material facts (AIA Services Corporation had
no earned surplus and no shareholder approval of invasion of capital surplus was obtained) are
both uncontroverted and incontrovertible.
With those material facts established, the Court can rule on the legal issues before it.
For the reasons cited in the Supplemental Affidavit ofD. John Ashby to Reed Taylor's
0410910956(1) Motion, the discovery sought by Plaintiff does not have relevance to the issues
before the Court.
DATED this

i h day of May, 2009.
RANDALL, BLAKE & COX, PLLC
Attorneys for Defendants Connie Taylor,
J ames Beck and Corrine Beck, and
Counterc1aimants Connie W. Taylor and
James Be

By:

~~~~R~.~~S~LE~Y~---------

ISB No. 1789

CONNIE TAYLOR'S AND JIM BECK'S SUPPLEMENTAL MEMORANDUM IN
OPPOSITION TO REED TAYLOR'S MOTION FOR RULE 56(F) CONTINUANCE AND
JOINDER- 2

CERTIFICATE OF MAILING
I certify that on May 7, 2009, at my direction, the foregoing was served on the following
in the manner shown:
Counsel for Plaintiff: (copy)
Ned A. Cannon
Roderick C. Bond
Smith, Cannon and Bond, PLLC
508 8th Street
Lewiston, ID 83501
Counsel for Plaintiff: (copy)
Michael S. Bissell
Campbell, Bissell & Kirby, PLLC
7 South Howard Street, Suite 416
Spokane, WA 99201-3816

Counsel for AIA Services Corporation,
AIA Insurance, Inc. and Crop USA: (copy)
Gary D. Babbitt
D. John Ashby
Hawley Troxell Ennis & Hawley, LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise, ID 83701-1617
Counsel for Crop USA Insurance: (copy)
James J. Gatziolis
Charles E. Harper
Quarles & Brady, LLP
300 North LaSalle Street, Suite 4000
Chicago, IL 60661-2511
Counsel for R. John Taylor: (copy)
Michael E. McNichols
Clements, Brown & McNichols
321 13th Street
P.O. Box 1510
Lewiston, ID 83501
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Counsel for Duclos and Freeman: (copy)
David A. Gittins
Attorney at Law
843 Seventh Street
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Counsel for ALA Services 401(K) Plan: (copy)
Charles A. Brown
[ ]
Attorney at Law
[ ]
P. O. Box 1225
[ ]
Lewiston, ID 83501
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RODERICK C. BOND, ISB No. 8082
SMITH, CANNON & BOND PLLC
508 Eighth Street
Lewiston, Idaho 83501
Telephone: (208) 743-9428
Fax: (208) 746-8421
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MICHAEL S. BISSELL, ISB No. 5762
CAMPBELL, BISSELL & KIRBY PLLC
7 South Howard Street, Suite 416
Spokane, W A 99201
Tel: (509) 455-7100
Fax: (509) 455-7111
Attorneys for Plaintiff Reed J. Taylor
IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED l TAYLOR, a single person,
Plaintiff,
v.

AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an Idaho
corporation; R. JOHN TAYLOR and CONNIE
TAYLOR, individually and the community
property comprised thereof; BRYAN
FREEMAN, a single person; JOLEE DUCLOS,
a single person; CROP USA INSURANCE
AGENCY, INC., an Idaho Corporation; and
JAMES BECK and CORRINE BECK,
individually and the community property
comprised thereof;
Defendants.

Case No.: CV-07-00208
PLAINTIFF REED TAYLOR'S (1) REPLY
IN SUPPORT OF MOTION FOR RULE
56(f) CONTINUANCE AND MOTIONS
TO COMPEL; (2) SUPPLEMENTAL
MEMORANDUM OF LAW IN
OPPOSITION TO CONNIE TAYLOR
AND JAMES BECK'S MOTION FOR
PARTIAL SUMMARY JUDGMENT
AND BRYAN FREEMAN, JOLEE
DUCLOS, R. JOHN TAYLOR, AlA
SERVICES, AlA INSURANCE, AND AlA
SERVICES 401(k) PLAN'S JOINDERS;
AND (3) SUPPLEMENTAL
MEMORANDUM IN SUPPORT OF REED
TAYLOR'S MOTION FOR PARTIAL
SUMMARY JUDGMENT AGAINST
DEFENDANTS
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Plaintiff Reed J. Taylor submits this Reply in Support of Motion for Rule 56(f)
Continuance and Motions to Compel; Supplemental Memorandum of Law in Opposition to
Connie Taylor and James Beck's Motion for Partial Summary Judgment and Bryan Freeman,
JoLee Duclos, AlA Services, AlA Insurance, R. John Taylor, and the Plan's Joinders; and
Supplemental Memorandum in Support of Reed Taylor'S Motion for Partial Summary
Judgment l
1.

A.

LEGAL AUTHORITY AND ARGUMENT

Reed Taylor's Motion for Rule 56(f) Continuance Should Be Granted,
Discovery Compelled, and The Court Should Set a New Hearing For Connie
Taylor and James Beck's Motion for Partial Summary Judgment After The
Completion of Discovery.

In order to be entitled to a continuance in a motion for summary judgment, the moving
party need only "offer a valid justification for the failure to" submit depositions, discovery
responses or affidavits opposing the motion. See Sanders v. Kuna Joint School Dist., 125 Idaho
872, 874, 876 P.2d 154 (Ct. App. 1994). It is error to deny a Rule 56(f) motion seeking an
opportunity to conduct discovery prior to the disposition of a motion for summary judgment
when the sought after information is relevant. See Doe v. Sisters of Holy Cross, 126 Idaho 1036,
1044,895 P.2d 1229 (Ct. App. 1995).
1. Reed Taylor Has Not Been Permitted To Conduct Full Discovery

Necessary To Ascertain the Amount of Earned Surplus and/or Capital
Surplus Available On July 22,1995.
The Defendants, the Plan and Reed Taylor do not know the amount of earned surplus
(deficit) and the amount of capital surplus as of July 22, 1995. They can only speculate. The
Reed Taylor submits all of the facts and arguments in this entire pleading/memorandum as a supplemental
opposition to Connie Taylor and James Beck's Motion for Partial Summary Judgment and the Defendants and
Plan's Joinders.
1
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facts supporting this determination and any warranted adjustments need to be ascertained so that
Reed Taylor and his expert witness, Paul Pederson, can ascertain the amount of earned and
capital surplus on July 22,1995. As set forth in Mr. Pederson's affidavit and as demonstrated by
the pleadings and affidavits filed by the Defendants and the Plan, no party has made the proper
determination of the amount of earned surplus (deficit) available on July 22, 1995, or any other
date within the 1995 calendar year.
In addition, at least of a portion of the net $7,190,277 allocated to earned deficit for the
redemption of Reed Taylor's shares (which was attributable to an additional $7,190,277 in added
earned deficit in the Consolidated Financial Statements) must be excluded because it involves
the purchase of shares in exchange for a debt(s) owed to AlA Services (e.g., the approximately
$500,000 that Reed owed and the over $670,000 owed to Cessna by AlA Services). Moreover,
AlA Services sustained losses after July 22, 1995, which contributed to the over $10,000,000
loss for 1995 and these losses must also be excluded from consideration. Thus, discovery needs
to be conducted to confirm these adjusted amounts as well because the lower the earned surplus
equates to that much less capital surplus being required to prove that sufficient earned and capital
surplus was available for the redemption of Reed Taylor's shares.
Finally, Reed Taylor needs to obtain all appraisals and valuations of AlA Services'
assets, business and contractual relations, or, to the extent unavailable, retain his own appraiser
to provide such information once all documents have been produced, depositions completed, and
sufficient general discovery completed. The valuation of the assets is crucial to determining the
amount of capital surplus as defined by I.C. § 30-1-2 and applied to I.e. § 30-1-6.

III
REED TAYLOR'S REPLY RE: 56(f) AND COMPEL AND SUPPLEMENTAL
MEMORANDUM IN OPPOSITION TO DEFENDANTS' MOTION FOR PARTIAL
SUMMARY JUDGMENT AND IN SUPPORT OF REED TAYLOR'S MOTION FOR SJ. - 3

2. Richard Riley, Daniel Spickler, R. John Taylor, JoLee Duclos, Bruce
Sweeney and Others Need To Be Deposed As They Hold Crucial
Evidence to Support Reed Taylor's Opposition to the Illegality Defense.
As supported in the Affidavits of Roderick Bond, Reed Taylor needs to depose John
Taylor, JoLee Duclos, Daniel Spickler, Bruce Sweeney, Richard Riley, R.M. Turnbow, and
others to ascertain the following, including, without limitation: (1) what the board considered
when determining whether sufficient surplus existed to redeem Reed Taylor's shares; (2) how
the board and/or others allocated or calculated surplus (whether earned or capital or both) for the
redemption; (3) the legal basis through which the redemption agreements were authorized; (4)
the facts and documents pertaining to all shareholder and board meetings relating in any way to
the redemption; (5) the amount of earned surplus (deficit) as of July 22, 1995, or such other day
considered by the parties or counsel; (6) what measures and consideration were utilized by the
independent committee established to negotiate the redemption terms; (7) why AlA Services
acquired an option to purchase 500,000 of Reed Taylor's shares from Centennial, how does the
option factor into the transaction and why the option was based upon terms identical terms in the
redemption agreements, i.e., $7.5 million total, $1.5 million down, and the balance in 10 years
with security interests sufficient to satisfy Reed Taylor; (8) discover and determine the extent to
which the Defendants held superior knowledge and determine all advantages they held over
Reed Taylor in the transaction, i.e., supports one of the exceptions under Idaho law for an illegal
contract; (9) depose all pertinent parties to ascertain all facts and information pertaining to the
redemption and other parties through which discoverable facts may be found; (10) depose and
conduct discovery upon the Defendants' and Plan's expert witnesses; (11) conduct discovery
with the Plan, who has inappropriately intervened in this action; (12) discover all facts which
REED TAYLOR'S REPLY RE: 56(1) AND COMPEL AND SUPPLEMENTAL
MEMORANDUM IN OPPOSITION TO DEFENDANTS' MOTION FOR PARTIAL
SUMMARY JUDGMENT AND IN SUPPORT OF REED TAYLOR'S MOTION FOR S.J.
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further support Reed Taylor's defenses, e.g., improper buyback scheme, not an intended
beneficiary, fraud defense, standing defense, fraud, unjust emichment, and/or the contract can be
enforced against the more guilty party to an illegal contract, etc.; (13) discover all facts and
documents that were considered by Richard Riley, R.M. Turnbow, and Eberle, Berlin when they
drafted and submitted their opinion letter to Reed Taylor stating that the transaction was legal
and enforceable and otherwise provided representation in the transaction; (14) ascertain the
location of the legal files for the redemption agreements, which Eberle, Berlin and Hawley
Troxell assert are not in their possession to ascertain all facts and legal issues involving the
redemption and the opinion letter provided to Reed Taylor; (15) conduct discovery with and
ascertain documents held by Belmont Associates (the Minnesota law firm referenced by Scott
Bell and utilized by James Beck, Michael Cashman and others to negotiate their investment in
AlA Services in connection with the redemption of Reed Taylor's shares); (16) ascertain the
names of all creditors and amounts owed on July 22, 1995 (or thereabouts) and ascertain which
those creditors, if any, are still owed money today to support intended beneficiary and equitable
subordination arguments (although the Defendants have not disputed Paul Pederson's testimony
that he believes no creditors do exist that were owed money in 1995, Reed Taylor needs to
confirm this fact); and (17) conduct such other discovery as may be needed to support all of the
legal arguments asserted herein and in Reed Taylor's Memorandum of law in Opposition to
Connie Taylor and James Beck's Motion for Partial Summary Judgment and the Joinders thereto.
When Reed Taylor's shares were redeemed, AlA Services had in-house counsel (Daniel
Spickler) and outside counsel (Richard Riley) representing it in the redemption transaction. In
addition, R. John Taylor was also licensed to practice law in Idaho and the key figure behind the
REED TAYLOR' S REPLY RE: 56(f) AND COMPEL AND SUPPLEMENTAL
MEMORANDUM IN OPPOSITION TO DEFENDANTS' MOTION FOR PARTIAL
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redemption of Reed Taylor's shares. JoLee Duclos (a paralegal) attended all board meetings and
has knowledge of the subject matter of board meetings and many other issues, including, without
limitation, the closing documents and the transaction in general. They all hold pertinent facts.
Reed Taylor's attorney, Scott Bell, was not licensed in Idaho and relied upon the opinion
letter provided by Richard Riley and his firm to Reed Taylor, which stated that the transaction
was legal, that AlA Services had the power and authority to enter into the transaction and that the
redemption documents were enforceable against AlA Services. In particular, Scott Bell testified
that Richard Riley had a distinct advantage over him in the transaction:
Eberle, Berlin was in a position to analyze whether, with respect to AlA Services
Corporation, the transactions were authorized, complied with applicable law, triggered
complications with third parties, etc. Without access to confidential books, records and
proceedings of AlA Services Corporation, and not being a licensed Idaho lawyer, my
firm was not in a position to make these determinations ... Richard Riley was extremely
well-versed in the legal, financial and operational affairs of AlA Services Corporation as
a result of his long-standing relationship with the company.
See Affidavit of Scott Bell dated May 12,2009, p. 4,

~

8 (emphasis added).

The Defendants are the holders of all of the pertinent facts and information. They are in
custody of most all discoverable facts and documents and hold knowledge as to the location of
other discoverable facts and documents. They also held a distinct advantage at the time of
redemption and an even more distinct advantage today.
3. Granting a Rule 56(1) Motion Is Appropriate Anytime Before the
Disposition of a Motion for Partial Summary Judgment.

It is error to deny a Rule 56(f) motion seeking an opportunity to conduct discovery prior
to the disposition of a motion for summary judgment when the sought after information is
relevant. See Doe v. Sisters of Holy Cross, 126 Idaho 1036 at 1044 (emphasis added).
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Thus, it is appropriate and warranted for the Court to grant Reed Taylor's three pending
Motions for Rule 56(f) Continuance as no ruling has been entered on Connie Taylor and James
Beck's Motion for Partial Summary Judgment or the Joinders to the Motion.
4. All Pertinent Discovery Disputes Remains Unresolved.

All prior discovery disputes asserted by Reed Taylor in his Motions to Compel and
addressed or contemplated in the previous Affidavits of Roderick Bond and Michael Bissell
remain unresolved.

James and Corrine Beck have still never responded to any discovery or

provided any information on expert witnesses.

Connie Taylor has never answered

interrogatories nor produced documents pertaining to her "illegality" defense or expert witnesses.
The Defendants are refusing to allow Reed Taylor to depose anyone under the context that the
Court's order prevents further depositions. These discovery disputes, and others, are all set forth
in the Affidavits of Roderick Bond and Michael Bissell and Reed Taylor's Motions to Compel
Discovery and Depositions previously filed with the Court.
5. Reed Taylor Reiterates His Request to Vacate the Order Limiting
Discovery.

As set forth in the legal arguments asserted herein, in Reed Taylor's Memorandum in
Opposition to Connie Taylor and James Beck's Motion for Partial Summary Judgment, and in
Reed Taylor's pending Motion to Amend and Supplement the Fifth Amended Complaint, all of
the Defendants and Plan's acts are subject to discovery as this action will not end, even with a
finding of illegality (which such finding is not supported by the facts and law).

Reed Taylor's

defenses include fraud, unintended beneficiaries, improper buyback schemes, and new claims for
unjust enrichment, reformation of the redemption agreements, quantum meruit and other related
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claims. Limiting discovery will not result in the quick and efficient adjudication of this action,
as required. Full and unlimited discovery should proceed and a trial date immediately set.
6. The Court Should Compel the Production of All Documents, Including
Those Documents Pertaining to the Redemption and Restructure of Reed
Taylor's Shares, Regardless of Whether or Not Privilege Is Asserted.
Reed Taylor previously filed Motions to Compel the production of documents, including,
privileged documents pertaining to the redemption of Reed Taylor's shares. Since filing these
motions, AlA Services purportedly completed its privilege log? See Affidavit of John Ashby
dated May 6, 2009, Ex. 4. The alleged privilege log contains a reference to only six documents.
Since Reed Taylor has requested all legal communications and documents in discovery, the
Defendants must produce all legal communications and documents to Reed Taylor. There are
many documents that the undersigned counsel has reviewed in Scott Bell's file that have never
been produced by the Defendants, including, without limitation, certain documents attached to
the undersigned's last affidavit. In addition, Reed Taylor has requested the Court to order the
privileged documents produced, including, without limitation, the documents referenced in Mr.
Ashby's Affidavit.
Moreover, AlA's alleged privilege log is incomplete as it does not and cannot contain a
list of all privileged documents and communications pertaining to the "illegality" defense,
including, without limitation, all privileged email, and applicable communications pertaining to
the Joint Defense, which must now be produced since they were not listed in the alleged
privilege log. The Defendants must produce a privilege log pertaining to all communications,
It is impossible that the six documents listed in Exhibit 4 to John Ashby's Affidavit constitutes the entire privilege
log pertaining to the redemption of Reed Taylor's shares, Connie Taylor and James Beck's Motion for Partial
Summary Judgment, the "illegality" defense, and the alleged "Joint Defense" being pursued to defeat Reed Taylor's
claims as it pertains to the asserted "illegality" defense.
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including, without limitation, all communications pertaining to the alleged joint defense effort as
it relates in any way to the "illegality" defense. These documents may provide evidence as to the
Reed Taylor's many asserted defenses to the "illegality" defense.
7. The Court Should Enter An Order Compelling the Depositions.
The Defendants have refused to be deposed and have refused to permit Richard Riley or
others to be deposed. Hawley Troxell has refused to permit Reed Taylor to conduct a records
deposition for all documents pertaining to the redemption and related issues and defenses. The
Defendants have all asserted that the Court's order limiting discovery expressly excludes further
depositions, despite the Court's clarification that discovery should be broadly construed by the
parties.

Reed Taylor requests that the Court orders the depositions of Richard Riley, R.M.

Turnbow, John Taylor, Bruce Sweeney, Daniel Spickler, JoLee Duclos, and the Defendants and
Plan's expert witnesses (and others, if necessary). Reed Taylor further requests that the Court
order all parties to make all persons under their control available for depositions.
8. The Court Should Appoint a Discovery Master.
In connection with granting Reed Taylor's Rule 56(f) Motions, the Court should compel
discovery and appoint a discovery master as requested in Reed Taylor's pending request. Over
two years have elapsed and there is no end in sight for the Defendants intentional failure to
comply with discovery in this action. Thus, the Court should appoint a discovery master.
B.

AlA Services Had Sufficient Capital and Earned Surplus to Redeem Reed
Taylor's Shares.
1. AlA Services Had Sufficient Earned and Capital Surplus to Redeem
Reed Taylor's Shares.

The pertinent part ofI.C. § 30-1-6 (1995) states:
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A corporation shall have the right to purchase, take, receive or otherwise acquire, hold,
own, pledge, transfer or otherwise dispose of its own shares, but purchases of its own
shares, whether direct or indirect, shall be made only to the extent of umeserved and
unrestricted earned surplus available therefor, and ... with the affirmative vote of the
holders of a majority of all shares entitled to vote thereon, to the extent of umeserved and
unrestricted capital surplus available therefor.
See I.C. § 30-1-6 (1995) (emphasis added).
Prior to the execution of the redemption agreements, the shareholders of AlA Services
approved the $7.5 Million redemption of 500,000 of Reed Taylor's shares. 3 On August 16,
1995, John Taylor certified that:
[tlhe Company's shareholders ratified the Stock Redemption Agreement and related
transactions at a special meeting on July 18, 1995.
See Hearing, Ex. AC, Schedule III, p. 1, § I(A).4
Thus, shareholder approval means that AlA Services can invade capital surplus as well as
earned surplus to redeem Reed Taylor's shares. Connie Taylor and James Beck's Motion for
Partial Summary Judgment does not address "capital surplus" or even contemplate "capital
surplus."

This creates an issue of fact precluding summary judgment.

AlA Services had

sufficient earned and capital surplus to redeem Reed Taylor's shares:
Accumulated Earned Deficit (Jan. 1, 1995)
Net Loss ($10,650,150, excluding adjustments)
Net Loss Due to the Purchase of Reed Taylor's shares
Adjustment for Excessive Asset Write Offs
Amount of Capital Surplus Required

($919,700)5
($10,650,150)6
($7,190,277r
$8,041,553

($10,718,574l

See Affidavit of JoLee Duclos notarized on February 11,2009, Ex. B-F
This certification, if untrue, constitutes another example of fraud on behalf of John Taylor, which such argument is
incorporated by referenced into Reed Taylor's previously filed Memorandum of Law.
s Id.
6 Id.
7 Id.
8 See Amended and Restated Affidavit of Paul Pederson dated April 9, 2009, p. 8.
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Thus, AlA Services needed only $10,718,574 in capital surplus to have sufficient total surplus to
redeem Reed Taylor's shares (i.e., overcome the earned deficit). Once this number has been
ascertained, then Reed Taylor needs to only show that sufficient capital surplus (i.e., fair value of
other assets) was equal or exceeded the $10,718,574 adjusted earned deficit (subject to other
adjustments) .
AlA Services did not value the present value of its commission stream and contractual
relationships with various growers associations on its financial statements. Reed Taylor placed a
value of AlA Services' commissions and contractual relationships at $24,163,200 in 1995, and
$19,947,864 in 1996.10 Both of these valuations and the lower valuations discussed in Reed
Taylor' Affidavit provide sufficient capital surplus to bring the earned deficit number positive,
which equates to sufficient total earned and capital surplus to redeem the shares.

These

valuations also provide sufficient capital surplus to redeem Reed Taylor's shares.
On December 31, 1995 (after Reed Taylor's shares were redeemed), the common shares
of AlA Services (capital surplus) were valued at $2,436,000 for a minority interest in the
corporation, which such amount included the $7,124,534 owed to Reed Taylor on December 31,
1995. 11 Thus, for valuation purposes, the over $7,124,534 owed to Reed Taylor would need to
be added to the $2,436,000 appraisal to determine a valuation as if Reed Taylor's shares had not
been redeemed. Thus, the total value was $9,560,534, which was only a minority interest and
9 This amount includes the earned surplus (deficit) attributable or necessary for the redemption of Reed Taylor's
shares and does not include a downward adjustment for Reed's 113,494 shares that were redeemed in exchange for a
debt he owed the company, Le., the $7,190,277 number should be adjusted to downward by hundreds of thousands
of dollars. This total amount also includes an unknown amount for losses attributable to business activities from
July 23,1995, through December 31,1995, which should be excluded. There are many issues of fact regarding the
exact amount of the earned deficit and the reasons for the deficit. Discovery is required to ascertain these amounts.
10 See Affidavit of Reed Taylor dated April 9, 2009, ~ 5. The total numbers would be slightly lower using the 112
times commissions valuation for the commission also addressed in Reed Taylor's Affidavit. Id.
11 See Affidavit of Michael Bissell dated March 12,2009, Ex. A; Hearing, Ex. AL, p. 5.
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still did not reflect any additional value for Reed Taylor's majority interest. This demonstrates
yet another example of sufficient capital surplus to redeem Reed Taylor's shares once other
appropriate adjustments are made to the adjusted earned deficit of $10,718,574, e.g., revise
downward by $480,000 to reflect the amount allocated toward the redemption of Reed Taylor's
other 113,494 shares that were exchanged for debt and not subject to surplus requirements
(which results in sufficient earned and capital surplus to redeem his shares).
On October 14, 1994, AlA Services was appraised at $19.03 per shares or $19,391,414,
which was less than the $15 per share paid for Reed Taylor's 500,000 shares and a controlling
interest in AlA Services.12

This valuation alone substantiates the purchase of all of Reed

Taylor's shares and that the redemption did not violate I.C. § 30-1-6.
All of the above valuations provide evidence demonstrating the intrinsic value of AlA
Services beyond its balance sheet.

All of the above valuations demonstrate that there was

sufficient capital surplus to overcome the earned deficit, regardless of whether the earned deficit
was adjusted downward as demonstrated by the un-rebutted and undisputed testimony of Paul
Pederson.
2. Reed Taylor's Remaining 113,494 Shares Were Redeemed to Extinguish
Indebtedness and This Purchase Should Not Be Considered When
Determining Earned and Capital Surplus.

Under I.C. § 30-1-6, shares may be redeemed for "[c]ollecting or compromising
indebtedness of the corporation." See I.C. § 30-1-6(b).
Thus, the Court and AlA Services need not consider the amount of earned surplus and/or
capital surplus available for the purchase of the remaining 113,494 shares that were redeemed on
12

See Affidavit of Michael Bissell dated March 12,2009, Ex. D.
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July 22, 1995. AlA Services extinguished the $480,000 indebtedness owed to it by Reed Taylor
and the over $670,000 indebtedness it owed to Cesna Financial on the airplanes transferred to
Reed Taylor.

Thus, this issue alone creates another issue of fact as to the amount of earned

surplus (deficit) and the amount of capital surplus required to make the deficit sufficiently
positive to redeem Reed Taylor's shares.

These issues of fact were not addressed by the

Defendants, the Plan, or their respective experts and require further discovery.
3. Paul Pederson's Undisputed Required Adjustments Must Be Considered
Because AlA Services Overly Reserved When It Wrote Off The Value of
Assets in 1994 and 1995, Prior to the Redemption of Reed's Shares.

The total amount of earned surplus (deficit) for 1995 must be adjusted because AlA
Services over conservatively/aggressively wrote off the value of assets. While AlA Services was
free to take these multi-million dollar write-offs for accounting purposes prior to the redemption
of Reed Taylor's shares, these write offs should not be used against Reed Taylor, particularly
when AlA Services subsequently wrote up the same assets by $900,505 in 1996, and $8,820,000
in 1997. 13 AlA Services also included other known payments inappropriately included in the
determination of earned surplus (deficit) in 1995. There are likely others that will only be known
with full and proper discovery, including, obtaining information from AlA's auditors.
These facts further illustrate the requirement for Reed Taylor to review all books and
accounting information at AlA Services to ascertain other possible areas where adjustments may
be appropriate. The following is a table that demonstrates the adjustments required per the
Affidavit of Paul E. Pederson (which the appropriateness of such adjustments have not been
rebutted or disputed by the Defendants or the Plan):
13

See Amended and Restated Affidavit of Paul E. Pederson dated April 9,2009, p. 8.
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Reported Earned Surplus (Deficit)
Total Required Adjustments per Paul Pederson
Adiusted Earned Surplus (Deficit)

($18,760,127)14
$8,041,553 15
($10,718,574)16

This $10,718,574 adjusted earned deficit does not include the other adjustments that need to be
made as addressed in other arguments asserted herein, e.g., adjusted downward to reflect losses
after July 22, 1995, or adjusted downward to reflect the $480,000 adjustment for the redemption
of 113,494 of Reed Taylor's shares that was included in the total amount AlA Services allocated
from the transactions to the earned deficit.
4. There Is An Issue of Fact As To The Amount of Earned Surplus As Of
July 22, 1995.

The Defendants and Plan have failed to provide the amount of earned surplus or deficit as
of July 22,1995. AlA Services' earned deficit was severely impacted by a loss of$1O,650,150.
The Defendants and Plan simply use objectionable expert testimony to estimate the amount of
earned surplus (or lack thereof) by using year-end 1995 numbers and estimating back to July 22,
1995, without any accounting certainty. This becomes extremely important when considering
the impact of adding earned surplus and capital surplus together to ascertain the amount of net
surplus available as of July 22, 1995.
For example, if $3,000,000 of AlA Services' $10,650,150 loss for 1995 17 was incurred
from July 23, 1995, through December 31, 1995, then the amount of earned surplus (or deficit)
would need to be reduced by $3,000,000. This would reduce AlA Services' earned deficit by

14 I d. The $18,760,127 deficit is reported on AlA Services' Consolidated Financial Statements and includes the
$7,190,277 for the purchase of Reed Taylor's shares. See Hearing, Ex. AL, p. 7.
15 See Amended and Restated Affidavit of Paul E. Pederson dated April 9,2009, p. 8.
16 d.
I
17 See Hearing, Ex. AL, p. 7.
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$3,000,000, which in turn would result in $3,000,000 less in capital surplus required to achieve
the total required amount of surplus to redeem Reed Taylor's shares. The following is a table
illustrates this example:
Accumulated Earned Deficit (Jan. 1, 1995)
Net Loss ($10,650,150 less the above $3,000,000 adjustment)
Net Loss Due to the Purchase of Reed Taylor'S shares
Adjustment for Excessive Asset Write Offs

Accumulated Deficit

($919,700)18
($7,650,150)19
o
($7,190,277i
21
$8,041,553
($7,718,574)22

Thus, as seen in the above chart, the total amount of earned surplus (deficit) is crucial as the less
earned deficit, results in a lower amount of capital surplus being required to make the net total
earned and capital surplus sufficient to redeem Reed Taylor's shares.

5. AlA Services Had Sufficient Capital Surplus to Redeem Reed Taylor's
Shares.
I.C. § 30-1-6 contemplates that capital surplus alone may be utilized to ascertain a
corporation's ability to redeem its shares:
To the extent that earned surplus or capital surplus is used for the measure of the
corporation's right to purchase its own shares ...

See I.C. § 30-1-6.
Thus, I.C. § 30-1-6 contemplates that capital surplus alone could be used as the measure
of AlA Services ability to purchase its own shares. Such an interpretation of I.C. § 30-1-6 is
supported by other legal authorities:

18Id.
19Id.
20 I d.
21 See Amended and Restated Affidavit of Paul Pederson dated April 9, 2009, p. 8.
22 This amount includes the earned surplus (deficit) attributable or necessary for the redemption of Reed Taylor's
shares.
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Directors have reasonable latitude to depart from the balance sheet to calculate surplus,
for the purpose of determining whether the corporation can redeem shares, so long as
they evaluate assets and liabilities in good faith, on the basis of acceptable data, by
methods that they reasonably believe reflect present values ...

See 18B AmJur.2d Corporations § 1777 (2008) (internal citation omitted) (emphasis added); 19
C.J.S. Corporations § 664 (2008).
Balance sheets are not conclusive indicators of surplus or the lack thereof, for the purpose
of determining compliance with the requirement that a corporation may redeem its shares
only out of surplus or as expressly authorized by statute. This is because unrealized
appreciation and depreciation can render book numbers inaccurate; regardless of what a
balance sheet that has not been updated may show, and though umealized, appreciation
reflects real economic value that the corporation may borrow against or that creditors
may claim or levy upon. Accordingly, corporate directors have reasonable latitude to
depart from the balance sheet to calculate surplus ... so long as they evaluate assets and
liabilities in good faith ...
19 CJ.S. Corporations § 664 (2008) (internal citation omitted) (emphasis added) .
... the existence or nonexistence of an adequate surplus that the corporation has to apply
to the purchase of its own shares is not determined solely on the corporation's financial
statement, but rather the authorities have suggested that actual values, not book values,
are determinative of the existence of surplus.
A statutory restriction that if the purchase was for cash or property made only to the
extent of unreserved or umestricted earned surplus did not prohibit a corporation from
· ·Its own shares on cre d'It ... 23
purchasmg
... the board of directors may base a determination that a distribution is not so prohibited
either on financial statements prepared on the basis of accounting practices and principals
that are reasonable in the circumstances, or on a fair valuation or other method that is
reasonable in the circumstances.
6A Fletcher Cyc. Corp. § 2849 (2008) (internal citations omitted) (emphasis added).
Here, Reed Taylor submitted an affidavit valuing AlA Services assets that were not
included on its financial statements (the value of its commissions and contractual relationships)
Since Reed Taylor's shares were purchased on credit, this provides an additional exception to the statutory surplus
requirements and supports granting partial summary judgment to Reed Taylor.
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at $24,163,200. This number alone supports the validity of the purchase of Reed Taylor's shares
under a combination of earned and capital surplus measure or capital surplus alone, e.g., the
$24,163,200 is capital surplus.

In addition, AlA Services was appraised at $19,391,414 in

October, 1994 (approximately 4 to 5 months before the redemption terms were purportedly
agreed upon).

For these reasons and the valuations and reasoning set forth above (and the

valuations and appraisals that likely have not been produced in this action), sufficient surplus
existed to redeem Reed Taylor's shares.

e. The Defendants and the Plan Are Not Intended Beneficiaries of I.e.

§ 30-1-6
And Should Not Be Permitted To Gain From Asserting Illegality As a Defense.

A party must be an intended beneficiary of a stock repurchase statute to relieve himself of
obligations related to the stock redemption. See The Minnelusa Co. v. A. G. Andrikopoulos, 929
P.2d 1321, 1325 (Col. 1996).
Idaho has also construed statutes to only benefit the intended beneficiaries. See e.g.,

Willis v. Realty Country, Inc., 121 Idaho 312, 316-17, 824 P .2d 887 (Ct. App. 1991) (holding
that extending anti-deficiency statute protection to others is for the Legislature to decide).
1. Shareholders Who Orchestrate An Improper Stock Buyback Are Not
The Intended Beneficiaries of I.e. § 30-1-6.
All of the individual Defendants were involved in or had intimate knowledge of the terms
of the redemption of Reed Taylor's shares. The Plan acquired shares in AlA Services after Reed
Taylor's shares were redeemed in an attempt to also profit from the transaction. Reed Taylor
and John Taylor were and are the owners of most of these shares. The Plan itself is being used
as an improper vehicle to support the Defendants' arguments and assist them in escaping liability
for their fraudulent and unlawful acts. The Defendants and Plan are using the lawful intended
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purposes of I.C. § 30-1-6 for unlawful means, i.e., to escape liability for their corporate
malfeasance. The Defendants and Plan are not intended beneficiaries of I.C. § 30-1-6. They
should all not be permitted to escape liability for their wrongful acts.
2. Paul Pederson Testified That It Is Possible That Reed Taylor Should
Have Been Paid In Full But For the Defendants' Acts to Misappropriate
Millions of Dollars From AlA Services.
It would be illogical and unjust for the Defendants and Plan to be able to invalidate the

redemption of Reed Taylor's shares over 13 years after the redemption when Paul Pederson
testified that it is possible Reed Taylor should have been paid in full:
[g]iven the magnitude of AlA's pattern of questionable and prohibited transactions and
transfers of capital that have occurred over a 13Y2 year period, it is conceivable that the
remaining obligation owed to Reed Taylor for surrendering his AlA stock could have
been satisfied in accordance with its terms.
See Amended and Restated Affidavit of Paul Pederson, p. 21,

~

29(d) (emphasis added).

There is absolutely no way that the Idaho Legislature intended I.C. § 30-1-6 to be used by
individual shareholders who were shareholders and officers at the time Reed Taylor's shares
were redeemed (or later became shareholders and officers, e.g., the Plan) to intentionally and
unlawfully transfer millions of dollars to themselves and other corporations and invalidate an
agreement based upon a technical argument that is no longer followed, e.g., I.C. § 30-640
abandoned earned and capital surplus requirements.
Under the rationale asserted by the Defendants and Plan, AlA Services could have
$30,000,000 in cash and Reed Taylor'S redemption agreements would be illegal 13 years later
because of insufficient earned surplus. Such an argument is irrational, unjust, inequitable and
not the intention of the Idaho Legislature for I.C. § 30-1-6. Likewise, had AlA Services gone
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public in 1996 and the Defendants and Plan made millions of dollars, would it be equitable and
just to permit Reed Taylor to rescind the transaction so that he could get his shares back and
make even more money. These arguments, like the arguments asserted by the Defendants and
Plan, are not in accord with the intended beneficiaries ofI.C. § 30-1-6.
In the contrary, if a corporation entered into preferential redemption agreements with
another shareholder without the knowledge and consent of other shareholders, I.C. § 30-1-6
would provide the just and equitable legal means to undo the transaction in a timely fashion.
However, all of the Defendants were involved in and supported the redemption of Reed Taylor's
shares. They all sought to profit handsomely, and, when it has appeared that they have been
caught, are attempting to avoid liability.
3. The Defendants and Plan Are Not Intended Beneficiaries When They
Have Participated in Fraud Upon AlA Services and Reed Taylor.
As set forth in the undisputed facts in Reed Taylor's Statement of Fact in Opposition to
Connie Taylor and James Beck's Motion for Partial Summary Judgment (and the Amended and
Restated Affidavit of Paul Pederson), the Defendants have unlawfully transferred millions of
dollars of AlA's funds to themselves and CropUSA, and the individual defendants are all
shareholders in CropUSA (the recipient of millions of dollars in AlA funds).

They are not

intended beneficiaries ofLC. § 30-1-6.
4. Even If the Defendants and Plan's Arguments Were Valid, They Would
Not Be Intended Beneficiaries For the Same Reasons They Would Not Be
Beneficiaries If AlA Services Had $30,000 In Cash In the Bank.
Would the outcome or the parties' arguments change if AlA Services had $30 million in
cash in the bank? The answer is no. For this same reason, the Defendants and Plan are not the
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intended beneficiaries of I.e. § 30-1-6. Regardless of whether AlA Services has $30 million or
no available funds, it promised (and the Defendants agreed) to pay Reed Taylor $6 million in 10
years or he could exercise his contractual rights as a secured creditor. The Defendants and Plan
.
d edb ene fi"
are not mten
lClanes. 24
D.

Even If The Redemption Agreements Were Illegal, Idaho Law Is Well Settled
That Court's May Enforce Illegal Contracts In Certain Circumstances.

The Idaho Supreme Court has long held that illegal contracts may be enforced in certain
circumstances. Trees v. Kersey, 138 Idaho 3, 56 P.3d 765 (2002); Williams v. Continental Life &
Accident Company, 100 Idaho 71, 73-74, 593 P.2d 708 (1979); McFall v. Arkoosh, 37 Idaho 243,

215 P. 978 (1923).
1. If the Redemption Agreements Were Illegal, the Defendants Had
Superior Knowledge To Reed Taylor and His Counsel.

Idaho courts will uphold contracts, even when illegal, when one party has superior
knowledge to the other and the party has no knowledge of a violation of any law. See Williams v.
Continental Life & Accident Company, 100 Idaho 71, 73-74, 593 P.2d 708 (1979) (a court of

equity may enforce a contract in violation of a statute that does not declare the contract void,
provided the parties are not equally at fault); Maudlin v. Pacific Decision Sciences Corporation,
137 Cal.App.4th 1001,1017,40 Ca1.Rptr.3d 724,735 (Cal. Ct. App. 2006).
In Williams, the Idaho Supreme Court enforced an illegal contract:
Even assuming the decedent was aware of this limitation, there is no evidence to suggest
that he had any knowledge that the statutory limitation had been exceeded. Nor does
there appear any reason why the insured should not justifiably rely upon the superior
knowledge and expertise of the insurer for full compliance with the law.

24
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Inasmuch as there is no statute declaring the [insurance] policies in this case void, it
seems only fair and just that the foregoing principals be applied and that appellant be held
estopped from asserting the illegality of its bargained for [insurance] policies.

See Williams, 100 Idaho at 74 (emphasis added).
In Maudlin, the California Court of Appeals relied upon the holding from the California
Supreme Court in Tri-Q, Inc. v. Sta-Hi Corp., 63 Cal.2d 199, 45 Cal.Rptr. 878, 404 P.2d 486
(1965) when it upheld a redemption contract that purportedly violated a redemption statute:
[T]he courts should not be so enamored with the Latin phrase 'in pari delicto' that they
blindly extend the rule to every case where illegality appears somewhere in the
transaction. The fundamental purpose of the rule must always be kept in mind, and the
realities of the situation must be considered. Where, by applying the rule, the public
cannot be protected because the transaction has been completed, where no serious moral
turpitude is involved, where the defendant is the one guilty of the greatest moral fault,
and where to apply the rule will be to permit the defendant to be unjustly enriched at the
expense of the plaintiff, the rule should not be applied.

Id. at 732 (quoting Tri-Q at pp. 218-29) (emphasis added).
Here, there is absolutely no evidence to suggest that Reed Taylor or his counsel had any
knowledge that the redemption of Reed Taylor's shares could or did violate I.C. § 30-1-6. In
fact, Reed Taylor and his counsel expressly required an opinion letter from Richard Riley
(general counsel for AlA Services) opining that the redemption agreements did not violate any
Idaho laws.

Richard Riley, Daniel Spickler, and R. John Taylor (all attorneys licensed to

practice law in Idaho) had superior knowledge to the fact and law known by Reed Taylor and his
counsel (who was not licensed in the state of Idaho).25 In addition, Mr. Bell testified that he
relied upon the superior knowledge of Richard Riley regarding the corporate and financial affairs
of AlA Services when advising Reed Taylor and that he would not have advised Reed Taylor to
See Affidavit of Scott Bell dated May 12, 2009; Reed Taylor's Statement of Facts in Opposition to Connie Taylor
and James Beck's Motion for Partial Summary Judgment.
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enter into the transaction but for the representations, warranties and opinion letter provided by
the Defendants and Richard Riley's firm. The opinion letter is particularly disturbing when
Eberle Berlin also received a $50,000 "consulting fee" from AlA Services and the payment of
fees and costs from the company.

Scott Bell clearly testified as to the distinct advantages held

by the Defendants and their counsel:
I also learned that R. John Taylor, as President, held extensive knowledge of the financial
affairs of AlA Services Corporation and its subsidiaries, while Reed Taylor held
relatively little knowledge in accounting, law or the financial affairs of the company .. .it
seemed that Reed Taylor held inferior knowledge to R. John Taylor regarding the
financial affairs of AlA Services Corporation.

See Affidavit of Scott Bell dated May 12,2009, pp. 2-3,

~

4 (emphasis added).

Eberle, Berlin was in a position to analyze whether, with respect to AlA Services
Corporation, the transactions were authorized, complied with applicable law, triggered
complications with third parties, etc. Without access to confidential books, records and
proceedings of AlA Services Corporation, and not being a licensed Idaho lawyer, my
firm was not in a position to make these determinations ... Richard Riley was extremely
well-versed in the legal, financial and operational affairs of AlA Services Corporation as
a result of his long-standing relationship with the company.

Id. at p. 4,

~

8 (emphasis added).

At no time did Richard Riley or any other party (including Daniel Spickler, AlA
Services' general counsel) advise me or my firm that AlA Services Corporation had
insufficient earned surplus and/or capital surplus to redeem Reed Taylor'S shares or that
the transaction to redeem Reed Taylor's shares would constitute a violation of any statute
or law in Idaho, including, I.C. § 30-1-6. In fact, Eberle, Berlin's opinion letter
affirmatively rejects the notion that the redemption agreements were illegal or violated
Idaho law.

Id. at p. 4,

~

8 (emphasis in original and added). Mr. Bell further testified that he was deprived

of his right to properly advise Reed Taylor based upon the representations, warranties and
opinion letter provided to Reed Taylor, upon which Mr. Bell and Reed Taylor both relied upon.

Id.

at~~

10-14.
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Finally, Connie Taylor was also a co-shareholder with John Taylor and an attorney
licensed to practice law in Idaho. James Beck would not invest in AlA Services unless Reed
Taylor's shares were redeemed to his satisfaction (a condition precedent in the Investor
Agreement that he executed with John Taylor and others). JoLee Duclos (a paralegal) and Bryan
Freeman were officers at the time of the redemption and helped facilitate many of the unlawful
transactions that occurred after the redemption.

All of the individual Defendants are

shareholders of CropUSA, the corporation were millions of dollars in AlA Services funds were
unlawfully transferred. 26
Thus, the Court should apply the exception set forth in Williams, 100 Idaho at 74, and put
an end to the Defendants and Plan's illogical, unjust and inequitable arguments. The Court can
simply assume that the redemption agreements violated I.C. § 30-1-6 and save everyone
involved the time and effort necessary to prosecute and present other arguments.
2. There Is No Evidence Reed Taylor Did Anything Wrong Or Knew
Anything Pertaining to I.e. § 30-1-6.

The Defendants and Plan27 argue, without submitting a single document in support of
such argument, that Reed Taylor engineered a plan to have his shares redeemed to the detriment
of all other shareholders. To be clear, the only evidence before the Court is the substantial and
undisputed evidence demonstrating the Defendants' significant corporate malfeasance, their

All of the foregoing facts are contained in Reed Taylor's Statement of Facts in Opposition to Connie Taylor and
James Beck's Motion for Partial Summary Judgment, which is incorporated by reference in all the arguments
asserted herein.
27 Although the Plan did not acquire any shares in AlA Services until after Reed Taylor's shares were redeemed, it
has intervened in this action to support the very individuals (including its own trustee) who have unlawfully
transferred millions of dollars from AlA to themselves and other corporations. The intervention, like the
Defendants' arguments, is illogical, inequitable, a delay and prejudicial to Reed Taylor. Reed Taylor's failure to
move for a court appointed trustee is not a waiver of his ongoing objections to JoLee Duclos as trustee of the Plan.
26
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unlawful transfer of millions of dollars from AlA to themselves and other corporations, and their
attempts to avoid liability by asserting the "illegality" defense. As set forth in the previous
section, the redemption agreements should be enforced without determining surplus as Reed
Taylor is the innocent party in the transaction.
3. It Is Illogical for a Court to Rule Every Contract that Violates Any
Statute Void and Unenforceable.
In general, unless an agreement necessarily contemplates violating a statute, it is
enforceable, and if it is later performed in a way that involves some slight violation of
law, not seriously injurious to the public order, the person performing may recover. The
principal stated more broadly:
Where a bargain does not in terms necessarily involve a violation of law, the fact
the plaintiff performs it in a way not allowed by law, does not preclude recovery,
if not seriously injurious to the public order.
See 8 Williston on Contracts § 19:51 (4th ed.) (2008) (internal citations omitted) (emphasis

added).
Here, the Defendants and Plan argue that the redemption of Reed Taylor's shares violated
I.C. § 30-1-6, and, consequently, the redemption agreements are void and unenforceable. Under
the Defendants and Plan's rationale, any contract that violated I.C. § 30-1-830 (a director's
fiduciary duties to a corporation), would be void and unenforceable if a director is found to have
not discharged his duties properly. Under this same rationale, any party contracting with the
corporation would face a void and unenforceable contract, such as the case with Reed Taylor.
This illustrates why the cases relied upon by the Defendants and Plan deal with statutes
pertaining to requirements for professionals to be licensed and other statutes solely intended to
protect the pUblic. This rationale also supports the finding that a violation of I.e. § 30-1-6,
wherein no creditors or shareholders were harmed, does not constitute an illegal agreement.
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4. Even If the Court Finds the Redemption Agreements Illegal, Reed Taylor
Should Get His Shares Back and Keep the Funds Paid To Him.
The principals of justice and equity are nicely illustrated in 30A c.J.S. Equity § 96
(2008):
Equity courts are not bound by strict common law rules, and, further, they have the
power, where necessary, to pierce rigid statutory rules to prevent injustice. They possess
broad powers and should exercise them so as to do substantial justice.
Id (internal footnotes and citations omitted) (emphasis added).
The Defendants, if their arguments are true, unlawfully and unjustly obtained operational
control of AlA Services. AlA Services owes Reed Taylor over $8.5 million-more than the
consideration given to purchase all of his 613,494 shares in AlA Services in 1995. Thus, even if
the Court finds that I.C. § 30-1-6 was violated and that it cannot enforce the redemption
agreements under any legal theory, the Court should enter an order requiring AlA Services to
issue 1,840,48228 shares to Reed Taylor, and of course, at that time he would still be able to
pursue the same claims against the Defendants to recover the millions of dollars unlawfully
transferred from the AlA corporations. 29
II.

CONCLUSION

For the reason set forth above, the Court should grant Reed Taylor's pending Rule 56(f)
Motions, grant Reed Taylor's pending Motions to Compel, order depositions and general
discovery, and appoint a discovery master in this action.

As set forth in Reed Taylor's Statement of Facts, AlA Services declared a 3 for 1 stock split after Reed Taylor's
shares were redeemed. Thus, AlA Services would need to issue Reed Taylor 3 shares for every 1 share he held.
29 As such, Reed Taylor's Sixth Amended Complaint will allege that he is entitled to bring claims as a creditor,
pledge and/or a shareholder, as alternative means to recover the millions of dollars unlawfully transferred from AlA.
28
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In addition, the Court should deny Connie Taylor and James Beck's Motion for Partial
Summary Judgment and the Defendants and Plan's Joinders and grant partial summary judgment
in favor of Reed Taylor.
DATED: This lih day of May, 2009.
SMITH, CANNON & BOND PLLC
CAMPBELL, BISSELL & KIRBY PLLC
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By:

Roderick C. Bond /
Michael S. Bissell '
Attorneys for Plaintiff Reed J. Taylor
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CERTIFICATE OF SERVICE
I, Roderick Bond, declare that, on the date indicated below, I served a true and correct
copy of the foregoing on the following parties via the methodes) indicated below:
David A. Gittins
Law Office of David A. Gittins
P.O. Box 191
Clarkston, WA 99403
Attorney for Defendants JoLee Duclos and
Bryan Freeman

Michael E. McNichols
Clements Brown & McNichols
321 13th Street
Lewiston, ID 83501
Attorney for R. John Taylor

David R. Risley
Randall, Blake & Cox
1106 Idaho St.
Lewiston, ID 83501
Attorney for Connie Taylor, James Beck and
Corrine Beck

Gary D. Babbitt
D. John Ashby
Hawley Troxell Ennis & Hawley LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise, Idaho 83701-1617
Attorneys for AlA Services, AlA Insurance, and
Crop USA Insurance Agency

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)
Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)
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( ) Facsimile
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James J. Gatziolis
Charles E. Harper
Quarles & Brady LLP
Citigroup Center, 500 West Madison Street
Suite 3700
Chicago,IL 60661-2511
Attorneys for Crop USA Insurance Agency

Charles A. Brown
A ttorney at Law
324 Main Street
Lewiston, ID 83501
Attorneys for AlA Services 401 (k) Plan

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered - Via Messenger
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Signed this lih day of May, 2009, at Lewiston, Idaho.

Roderick C. Bond /
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RODERICK C. BOND, ISB No. 8082
S:MITH, CANNON & BOND PLLC
508 Eighth Street
Lewiston, Idaho 83501
Telephone: (208) 743-9428
Fax: (208) 746-8421
:MICHAEL S. BISSELL, ISB No. 5762
CAMPBELL, BISSELL & KIRBY PLLC
7 South Howard Street, Suite 416
Spokane, VVA 99201
Tel: (509) 455-7100
Fax: (509) 455-7111
Attorneys for Plaintiff Reed J. Taylor
IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single person,
Case No.: CV-07-00208
Plaintiff,

v.
AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an
Idaho corporation; R. JOHN TAYLOR and
CONNIE TAYLOR, individually and the
community property comprised thereof;
BRYAN FREEMAN, a single person; JOLEE
DUCLOS, a single person; CROP USA
INSURANCE AGENCY, INC., an Idaho
. Corporation; and JAMES BECK and
CORRINE BECK, individually and the
community property comprised thereof;

AFFIDAVIT OF SCOTT T. BELL (1) IN
SUPPORT OF REED TAYLOR'S MOTIONS
FOR RULE 56(t) CONTINUANCE; (2) IN
SUPPORT OF REED TAYLOR'S PENDING
MOTIONS TO COMPEL DEPOSITIONS
AND DISCOVERY; (3) IN OPPOSITION TO
CONNIE TAYLOR AND JAMES BECK'S
MOTIONFORPARTIALSUNlliMRY
JUDGMENT AND JOINDERS BY THE
401(k) PLAN AND OTHER DEFENDANTS;
AND (4) IN SUPPORT OF REED
TAYLOR'S MOTIONS FOR PARTIAL
SUMMARY JUDGMENT

Defendants.

STATE OF VVASHINGTON
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)
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I, Scott T. Bell, being first duly sworn on oatil, deposes and says:
1.

I am over the age of eighteen years, competent to testify in court, and

make this Affidavit based upon my personal knowledge.
2.

In 1978, I obtained my undergraduate degree from University of Texas. I

attended law school at Harvard Law School and New York University School of Law and
obtained my J.D. in 1981. In 1981, I was admitted to practice law in Washington and
have continuously practiced law since that time.
3.

For over 25 years, I have emphasized my practice on corporate finance

and business transactions. My experience includes public and private offerings, business
mergers, share exchanges, recapitalizations, consolidations, and stock and asset
acquisitions.

The size of corporate transactions in which I have provided legal

representation range from several thousand dollars to over $100 million.
4.

In or about early 1995, Reed Taylor retained my firm, Caimcross &

Hempelmann, P.S. ("my firm"), to negotiate, draft agreements, and close the redemption
of his shares in AlA Services Corporation (''transaction'').

From early in the

negotiations, I learned that R John Taylor and others were attempting to redeem Reed
Taylor's interest in AlA Services Corporation to take the company a different direction
and perhaps move toward a public offering or sale of the company. I also learned that R
John Taylor, as President, held extensive knowledge of the financial affairs of AlA
Services Corporation and its subsidiaries, while Reed Taylor held relatively little
knowledge in accounting, law or the financial affairs of the company. While I certainly
respected Reed Taylor for his apparent sales ability and knowledge in that realm, it
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seemed that Reed Taylor held inferior knowledge to R. John Taylor regarding the
financial affairs of AlA Service Corporation and its subsidiaries.
5.

Because of Reed Taylor's membership on the board of directors of AlA

Services Corporation, he and my firm supported the establishment of an independent
committee of the board of directors to negotiate and approve the terms of the redemption
of Reed Taylor's shares.. Reed Taylor was not a member of this committee. Richard
Riley of Eberle, Berlin, Kading, Turnbow & McKlveen, Chartered ("Eberle, Berlin")
served as counsel to this committee and AlA Services Corporation in connection with the
redemption.
6.

R. John Taylor and the other investors suggested the redemption of Reed

Taylor'S shares as a means to achieve their objectives.

Although Reed Taylor was

initially resistant to a redemption of his shares, he ultimately became willing to do so. At
no point did he force AlA Services Corporation, through his majority vote or otherwise,
to effectuate a preferential redemption of his shares over other shareholders. In addition,
as noted above, AlA Services Corporation established a special committee of its board of
directors to negotiate and approve the redemption terms to prevent any potential conflicts
of interest.
7.

The negotiation of the terms of the redemption and the redemption

agreements primarily involved Richard Riley and my firm.

I believe that the other

investors had a Minnesota law firm involved in the transaction.

AlA Services

Corporation's general counsel, Daniel Spickler, was also involved in the transaction and
my fIrm corresponded directly with him on certain matters.
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8.

During the course of my fum's representation of Reed Taylor, my firm

determined that, as a condition to the redemption, AlA Services Corporation's outside
counsel should deliver to Reed Taylor a written legal opinion regarding certain legal
matters surrounding the redemption. Reed Taylor agreed with this assessment. Eberle,
Berlin was in a position to analyze whether, with respect to AlA Services Corporation,
the transactions were authorized, complied with applicable

I~o

laws, triggered

complications with third parties, etc. Without access to the confidential books, records
and proceedings of AlA Services Corporation, and not being a licensed Idaho lawyer, my

firm was not in a position to make these determinations. Moreover, in my experience, it
is customary for the party seeking to redeem shares and its counsel to carry out the "due
diligence" associated with determining the legal viability of the redemption. Richard
Riley was extremely well-versed in the legal, financial and operational affairs of AlA
Services Corporation as a result of his long-standing relationship with the company.
With the advice from my fum, Reed Taylor determined that he should receive a legal
opinion from Eberle, Berlin, who had superior knowledge of AlA Services Corporation's
legal affairs, to confIrm AlA Services Corporation's legal ability to honor its obligations
under the redemption. In my experience, a written legal opinion in these circumstances is
appropriate and normal. Mr. Riley and Eberle, Berlin agreed to provide the opinion. Mr.
Riley and I negotiated the content of the opinion.
9.

As discussed above, upon the advice of my firm, Reed Taylor sought to

obtain and did obtain an opinion letter from Eberle, Berlin for the purpose of confirming
the legality of the transaction, that the corporation had the legal power and authority to
enter into the transaction (among other things), that the redemption agreements were
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enforceable pursuant to their terms (among other opinions referenced in the opinion
letter), and that all of the opinions were provided by an attorney licensed in the state of
Idaho.
10.

The requirement of obtaining an opinion letter for the redemption of Reed

Taylor's shares was adhered to by my firm and not waived by Reed Taylor. Attached as
Exhibit A is a true and correct copy of the opinion letter dated August 16, 1995, provided

to Reed Taylor by Eberle Berlin for the redemption of Reed Taylor'S shares ("opinion
letter"). To my knowledge, Eberle Berlin's opinion letter was drafted by Richard Riley.
If the opinion letter had not been provided to Reed Taylor, my firm would have advised
Reed Taylor not to close any transaction involving the redemption of his shares. Eberle,
Berlin's opinion letter was issued on August 15, 1995 in connection with the required
documents and officer certification necessary to close the transaction. Reed Taylor relied
on the opinion letter as a necessary condition to closing the redemption of his shares.
11.

At no time did Richard Riley or any other party (including Daniel

Spickler, AlA Services Corporation's general counsel) advise me or my firm that AlA
Services Corporation had insufficient earned surplus and/or capital surplus to redeem
Reed Taylor's shares or that the transaction to redeem Reed Taylor'S shares would
constitute a violation of any statute or law in Idaho, including, I.C. § 30-1-0. In fact,
Eberle, Berlin's opinion letter affirmatively rejects the notion that the redemption
agreements were illegal or violated Idaho law. Had I or my finn been advised by Richard
Riley or any other party that the redemption of Reed Taylor's shares would violate any
laws or statutes in Idaho, or even that the risk existed, my firm would have advised Reed
Taylor not to enter into the redemption agreements or to close the transaction. Neither
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Reed Taylor nor my firm had any knowledge that there were any issues present that could
affect the legality or enforceability of the redemption.
12.

Based upon my extensive experience in drafting, reviewing, interpreting,

and relying upon opinion letters for corporate transactions, the opinion letter issued to
Reed Taylor supported the legality of the transaction, that AIA Services Corporation had
the power and authority to enter into the transaction, and that the redemption agreements
were enforceable against AlA Services Corporation. I am perplexed as to why Richard
Riley's new firm, Hawley, Troxell, et a!., would assert arguments that contradict the
terms of the opinion letter he drafted when he was at Eberle, Berlin.
13.

If AlA Services Corporation had not agreed to (at signing) and warranted

(at closing) the terms, conditions and representations in the redemption agreements (as
executed), then my firm would have advised Reed Taylor not to sign the redemption
agreements and not to sell his shares in AIA Services Corporation. If AIA Services
Corporation had not provided the closing certificate, a true and correct copy of which is
attached as Exhibit B to this Affidavit, my firm and I would have advised Reed Taylor
not to close the transaction for the redemption of his shares.
14.

I have been advised that AIA Services Corporation and other parties are

now asserting that the redemption of Reed Taylor'S shares in AlA Services Corporation
violated Idaho law in that AIA Services Corporation did not have sufficient earned
surplus to redeem Reed Taylor's shares. The avoidance of this kind of argument is
precisely why opinion letters are obtained in this kind of transaction.
15.

Based upon my interaction with Richard Riley in the negotiation and

drafting of the redemption agreements and related issues pertaining to the redemption of
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Reed Taylor's shares, I have no reason to believe that Richard Riley involved himself in
an illegal transaction or a transaction that violated an Idaho statute, particularly when his
own fum's opinion letter expressly stated that no laws were violated as a result of the
redemption of Reed Taylor'S shares. I have no reason to believe that Mr. Riley did not
consider all necessary facts and laws prior to authoring and issuing the opinion letter.

Mr. Riley impressed me as a very competent and honorable attorney.
t), ,
DATED: Thisf/!, day of May, 2009.

~,

.

sCottT.Bell

SUBSCRIBED AND SWORN to before me this

~

11'!4my of May, 2009.

Notary Public for Wasb,ington
Residing at: 5
My commission expires: 7- 23-/ (

ruitte
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CERTIFICATE OF SERVICE
I, Roderick Bond, declare that, on the date indicated below, I served a true and
correct copy of the Affidavit of Scott T. Bell (wi exhibits) on the following parties via the
methodes) indicated below:

David A. Gittins
Law Office of David A. Gittins
P.O. Box 191
Clarkston, W A 99403
Attorney for Defendants JoLee Duclos and
Bryan Freeman

Michael E. McNichols
Clements Brown & McNichols
321 13th Street
Lewiston,ID 83501
Attorney for R. John Taylor

David R. Risley
Randall, Blake & Cox
1106 Idaho St.
Lewiston, ID 83501
Attorney for Connie Taylor, James Beck and
Corrine Beck

Gary D. Babbitt
D. John Ashby
Hawley Troxell Ennis & Hawley LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise, Idaho 83701-1617
Attorneys for AlA Services, AlA Insurance, and
Crop USA Insurance Agency

James 1. Gatziolis
Charles E. Harper
Quarles & Brady LLP
300 North LaSalle Street
Suite 4000
Chicago, IL 60654
Attorneys for Crop USA Insurance Agency
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Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)
Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Charles A. Brown
Attorney at Law
324 Main Street
Lewiston, ID 83501
Attorneys for AlA Services 401 (k) Plan

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered - Via Messenger
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Signed this 1ih day of May, 2009, at Lewiston, Idaho.
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Reed J. Taylor
P.O. Box 538
Lewiston ID 83501
Re:

Common Stock Redemption

,

Dear Mr. Taylor:
This opinion is being delivered to you pursuant to Section 2.5G) of the Stock Redemption
Agreement dated July 22, 1995 ( ~ Agreement") by and between AIA Services Corporation, an
Idaho corporation ("Company") and Reed J. Taylor. All capitalized terms not defined herein
shall have the respective meanings ascribed to them in the Agreement. The phrase "Transaction
Documents It refers collectively to the Agreement, together with the Note, the Pledge Agreement.

the Security Agreement. the Consulting Agreement and the Noncompetition Agreement, as such
documents are defined in the Agreement.
We have acted as general counsel for the Company in connection with the transactions
contemplated by the Agreement. As such general counselt we have assisted in the negotiation,
and have examined executed counterparts (or photostatic copies of executed counterparts) of the
Agreement and other Transaction Documents.
In additiolJ~ we have examined originals, executed counterparts or copies of such
agreements, corporate records, instruments and certifica~, certificates of public authorities and .
such matters of law as we have deemed necessary for the purpose of rendering the opinions set
fonh herein. To the extent we deemed necessary for the purposes of this opinion, we have
relied upon (i) the statements and representations of the Company as to factual matters, (ii) the
corporate records provided to us by the Company, and (iii) certificates and other documents
obtained from public officials. We have further relied as to factual matters on the representations
and warranties contained in the Agreement and the other Transaction Documents (including,
without limitation, Mr. Taylor's representations in Article IV of the Agreement) and on the
Company's representations in Schedule ill (attached) to the Agreement; and we have assumed
the completeness and accuracy of aU such representations and warranties as to factual matters.
We have assumed the genuineness of all signatures (other than those of the Company), the legal
capacity of Mr. Taylor to execute the Agreement and all other documents we have reviewed,
the authenticity of all documents submitted to us as originals. and the conformity to original
documents of all documents submitted to US as certified, photostatic, reproduced or conformed
copies. We have further assumed that the Agreement and the other Transaction Documents have
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Reed J. Taylor
August 15, 1995
Page 2

been dilly authorized, executed and delivered by Mr. Taylor and are enforceable against him in
accordance with their respective terms, and that the execution, delivery and performance of the
Agreement and the other Transaction Documents by Mr. Taylor does not and will not result in
a breach of, or constitute a default under, any agreement, instrument or other document to which
Mr. Taylor is a party, or any order, judgment, writ or decree applicable to such party to which
Mr. Taylor's property is subject.
Whenever our opinion with respect to the existence or absence of facts is indicated to be
based on,our knowledge, we are referring to the actual knowledge of R. M. Turnbow and
Richard A. Riley, who are the sole atto~eys in Eberle, Berlin, Kading, Turnbow & McKlveen,
Chartered who have represented the Company during the course of our representation in this
transaction. Except as expressly set forth herein, we have not undertaken any independent legal
or factual investigation to determine the existence or absence of such facts, and no inference as
to our knowledge of the existence or absence of such facts should be drawn from such
representation.
Based upon and subject to Our examination and assumptions as aforesaid and subject to
the qualifications hereinafter set forth ~ we are of the opinion that, except as set forth in the
attached Schedule III andlor the Schedules attached to the Agreement:

1.
The Company is a corporation duly organized and validly existing under
the laws of the State of Idaho. Based solely on the attached Certificates of Corporate Status
issued by the Idaho Secretary of State, the Company! Tbe Universe Life Insurance Company
("Universe"), AJA Insurance, Inc. ("AIAI") and Farmers Health Alliance Administrators, Inc.
("Farmers") are corporations inCOIporated under the cOIporation laws of the State of Idaho and
in good standing on the records of the Idaho Secretary of State.

.

2.
The Company and its Subsidiaries have full co:rporate power and authority
to enter into, execute and deliver the Transactions Documents and to perform their respective
obligations thereunder; all corporate action on the part of Company and its Subsidiaries, and
their respective directors and shareholders, necessary for the authorization, execution, delivery
and performance by Company and its Subsidiaries of the Transaction Documents and the
consummation of the transactions contemplated thereby has been taken; and the Transaction
Documents have been duIy executed and delivered by Company and its Subsiruaries. The
Transaction Documents constitute the valid and binding obligation of Company and its
Subsidiaries enforceable against them in accordance with their respective tenns, except that
enforceability may be limited by (a) applicable bankruptcy, insolvency, moratorium,
reorganization) fraudulent transfer, receivership, conservatorship or similar laws affecting
creditor's rights generally, (b) the exercise of judicial discretion in accordance with general
principles of equity (whether applied by a court of law or equity) and (c) considerations of public
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policy.

3.
Neither the execution and delivery of the Transaction Documents by
Company and its Subsidiaries, nor the consummation of the transactions contemplated thereby,
will (a) conflict with or violate any provision of their respective Articles of Incorporation or
Bylaws, as amended; or (b) constirute a violation or default under any indebtedness, indenture,
mortgage, deed of trust, note, bond, license, lease agreement, or other material agreement or
instrument to which Company or any of its Subsidiaries is a party or to which any of its assets
or the a.ss~ of its Subsidiaries may be subject; or (c) to the best of our knowledge, violate any
law, role, license, regulation, judgment, order, ruling, or decree, including any insurance laws
or regulations of any jurisdiction to which Company or any of its Subsidiaries are subject,
governing or affecting the operation of Company or its Subsidiaries in any material respect.
Neither the execution and delivery of the Tnmsaction Documents by Company and its
Subsidiaries, nor the consummation of the transactions contemplated thereby, will constitute an
event permitting termination of any material agreement or the acceleration of any indebtedness
of the Company or other liability, with or without notice or lapse of time, or result in the
creation or imposition of any lien upon the Collateral.
4.
No consent, authOrization, approval or exemption by, or filing with, any
Person or any Governmental Authority is required in connection with the execution, delivery and
performance by Company and its Subsidiaries of the Transaction Documents, or the taldng of
any action contemplated thereby, except such as have been obtained prior to Closing.
5.

All of the currently outstanding Pledged Shares are owned. beneficially and

of record by Company and, to the best of our knowledge, there are no warrants, options, or

other rights to purchase such Pledged Shares.

6.
Except for the lien of First Interstate Lien upon the First Interstate Shares,
and any interest in the Commission collateral created or granted in favor of The Centennial Life
Insurance Company pursuant to that certain Reimbursement Agreement dated August 11, 1995
among The Centennial Life Insurance Company, AlA Services Corporation, AIA Insurance,
Inc.! The Universe Life Insurance Company and AIA MidAmerica, Inc., the Collateral is free
and clear of all pledges, liens, encumbrances, security interests, equities, claims, or options.
Upon delivery of certificates representing the Pledged Shares of AIA1 and Farmers to
Shareholder at Closing, Shareholder shall have at ClOsing a perfected fIrst priority security
interest in such Pledged Shares.
7.
To our knowledge. there are no claims, actions, suits, proceedings or
investigations pending or threatened against or relating to Company or any of its Subsidiaries,
at law or in equity before at by any Governmental Authority ~ nor has any such action, suit,
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proceeding or investigation been pending during the three-year period preceding the date hereof.
Neither Company nor any of its Subsidiaries is in default with respect to any adjudicatory order;
writ, injunction or decree of any Governmental authority; and neither Company nor any of its
Subsidiaries is a party to any cease and desist order, supervisory agreement or arrangement,
consensual or otherwise, with any Governmental Authority.
The foregoing opinions are limited to the laws and regulations of the State of Idaho
(excluding the principles of conflicts of laws); and we have not considered and expressed no
opinion o.t;I the laws or regulations of any other jurisdiction. This opinion is rendered only with
respect to the laws and the rules, regulations and orders (excluding the principles of conflicts
of laws) of the State of Idaho that are in effect as of the date hereof. We assume no
responsibility for updating this opinion to take into account any event. action, interpretation or
change 'of law occurring SUbsequent to the date hereof that may affect the validity of any of the
opinions expressed herein.
The enforceability opinion expressed in opinion
following additional qualifications:

12

of this letter is subject to the

The terms of any commission agreement, lockbox ag:reement or other
(i)
account agreement which may affect the Commission Collateral, the rights of the parties
(other than Company or any of its Subsidiaries) to any such agreement, and any claim
or defense of such parties against the Company or any of its Subsidiaries rising under or
outside any such agreement.
(ii)
The qualification that certain rights~ remedies and waivers contained in the
Transaction Documents may be rendered ineffective, or be limited, by applicable Idaho
laws or judicial decisions governing such rights, remedies and waivers; but the inclusion
of such rights, remedies and waivers does not affect the validity or enforceability of other
provisions of the Transaction Documents and, in the event the Company or any of its
Subsidiaries does not comply with the material terms of the Transaction Documents, Mr.
Taylor may exercise remedies that woUld nonnally be available under Idaho law to a
secured party provided Idaho law applies and Mr. Taylor proceeds in accordance with
such law.

(iii)
We express no opinion with respect to the perfection or the relative
priority of the security interests granted to Mr. Taylor in the Commission Collateral.
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This opinion is furnished by uS solely for your benefit for use in connection with the
Transaction Documents and the transactions contemplated thereby; and it may not be furnished
or quoted: to, or relied upon, by any other person.
Very truly yours:

sl
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I, R. JOHN TAYLOR, hereby certify that I am the duly elected,
qualified, and acting President of AlA Services Corporation, a
corporation organized and existing under the laws of the state of
Idaho.
The Company certifies that as of
following is true, correct and complete:

August

15,

1995,

the

(a)

The Debit.Balance of Reed J. Taylor has been eliminated
and no further obligations are owed by him to the
Company;
.. (
1'-,-)..;-..

(b)

The CAP Service Center Balance as oE' MaYD1, :J.495-has been
eliminated and no further obligations are owed by Reed J.
Taylor with respect to the CAP Program except for amounts
due for equipment, services or payroll incurred after May
1, 1995 but not yet reimbursed by the CAP Program to AlA
Insurance 1 Inc.;

(c)

All conditions to Closing as set forth in section 7.1 of
the stock Redemption Agreement have been satisfied,
except as set forth on the attached Schedule III and/or
on the various other Schedules referenced in Article III
of the Stock Redemption Agreement;

(d)

All representations and warranties of the Company set
forth in the stock Redemption Agreement are true and
correct, except as set forth on the attached Schedule III
and/or on the various other Schedules referenced in
Article III of the Stock Redemption Agreement;

(e)

Except as set forth in the attached Schedule III (!
I.C.), the conditions set forth in section 3.2 of the
stock Redemption Agreement have been satisfied;

(f)

The Company agrees that for purposes of section 5.1 (c) of
the Stock Redemption Agreement, the retained earnings of
the Company as of the closing shall be deemed to be equal
to the retained earnings of the Company as of June 30,
1995;

(g)

The company's
$500,000;

(h)

The company's current ratio is equal to at least 1.1 to
1;

(i)

The Company's ratio of Consolidated Long-Term Debt-toConsolidated Net Worth, as described in section 5.1 (f) of
the Stock Redemption Agreement is equal to at least 3.6
to 1; and

(j)

Reed J. Taylor is hereby fully and forever released,
discharged and indemnified by the _Co:m.nan~......f.rom all

C Jt..:l:r"-[J

working

-
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capital

is

equal

to

.;.~

at

/...-

least

EXHIBIT

claims, causes of action, demands, rights, damages I
costs, expenses, fees, compensation, liabilities and
other obligations to the Company or any of its
Subsidiaries of whatever kind or nature now possessed by
or which may hereafter accrue to Company or any of its
Subsidiaries, on account of or arising out of any
agreement with or any act or omission by Mr. Taylor at
any time prior to the date hereof, whether the
consequences thereof are now existing or may hereafter
arise, or whether they are known or unknown, anticipated
or unanticipated (except those such obligations that
arise under the Agreement, the AlA Insurance, Inc.
General Agency Agreement and Addendum thereto dated
August 1, 1995 and any and all undisclosed obligations of
which Reed J. Taylor had actual knowledge, which were
incurred by Reed J. Taylor on behalf of the Company or
any of its Subsidiaries and which are not reflected on
Company's books and records or its financial statements).
IN WITNESS WHEREOF, I have hereunto set my hand and affixed
the corporate seal of AlA Services Corporation on this ~. day of
August 1995.
J(,,~
•

/

,~?!

i,

Il/~J

R. Joh;"" Taylor 'if President
F;\USSRS\::AVlTO\W'P()A.TA\A1A.\SEA\'lCEP,.JOHN.ST'M
(Q"&'95::t.~
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\

I,II TO STOCK PURCHASE

This Schedule sets forth the exceptions to representations and
warranties made by the Company to the Shareholder in Article III of
the Stock Redemption Agreement dated July 22, 1995 ("Agreement")
between AIA Services Corporation (ltcompany" ) and Reed J. Taylor
(nShareholder n ).
I.

EXCEPTIONS APPLYING TO THE COMPANY GENERALLY.

A.
sections 3.2. The Company's representations concerning
its authority to execute, deliver and perform the Agreement and to
consummate the transactions contemplated thereby are qualified as
follows:
At a meeting on July 18, 1995, the Board of Directors
ratified and confirmed its March 7, 1995 resolutions authorizing
the Company, through its officers, to execute, deliver and perform
the Stock Redemption Agreement and the transactions contemplated
thereby, subject to satisfaction of the conditions precedent to
Shareholder's obligations as set forth in the Agreement and receipt
of all necessary consents of governmental authorities or third
parties. See Paragraph I.C. below (exceptions to sections 3.2 and
3.3) .
The Company's shareholders ratified the stock Redemption
Agreement and related transactions at a special meeting on July 18,
1995. Consent of the series A Preferred Stockholder was obtained by
letter agreement dat'ed August 10, 1995.
B.
sections 3.3 and 3.11. The Company's representation that
the execution, delivery and performance of the Agreement and the
consummation of the transactions contemplated thereby will not
result in a violation or default under any material agreement or
other instrument by which the Company or any Subsidiary is bound
and the Company's representation that it is not in violation of any
such agreement or instrument are qualified as follows:
1.
The Company is currently in technical default of
certain financial covenants contained in the First Interstate Loan
agreement.
Those covenant defaults are described in the attached
letter to First Interstate Bank from Rick L Johnson, the Company
Vice President, Finance.
Absent the Bank's written consent,
completion of transactions contemplated in the Agreement may cause
addi tional technical defaul ts of negative financial covenants
contained in the Bank loan agreement.
The Company has thoroughly disclosed to the Bank all
details regarding the proposed transactions.
In view of the
current defaults, the Company has not asked for nor has the Bank
volunteered written consent.
As the Company is current in all payments due to Bank,
the Company does not anticipate adVerse action by the Bank prior to
the scheduled loan payoff date of July 20, 1996.
2.

Absent the prior written consent of Cessna Finance
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corporation, transfer of AlA Insurance, Inc. I s Cessna aircraft (FAA
Reg. No. N27227) to Reed J. Taylor pursuant to the terms of the
Agreement would constitute a default under the Note and Security
Agreement dated September 7, 1992, and would entitle Cessna Finance
Corporation to accelerate the remaining principal balance due from
AIA Insurance, Inc. in the amount of $672,339.85 as of August 15,
1995. The Company will not transfer title to the Cessna aircraft
to Mr. Taylor until Mr. Taylor has refinanced the Cessna Finance
corporation loan or has assumed that loan and obtained the complete
release of AlA Insurance, Inc. from any further liability thereon,
in accordance with sections 2.1.2 and 2.6(f) of the Agreement.
C.
Sections 3.2 and 3.3.
concerning consents in sections
follows:

The Company's representations
3.2 and 3.3 are qualified as

1.
To the extent any party providing financing to the
Company acquires ten percent (10%) or more of the voting securities
of AlA Services corporation (or the right to acquire such voting
securities), Form A approval by the Idaho and Indiana Insurance
Departments would be required before the Company could consummate
the related transactions contemplated by the Agreement.
2.
The Company has been made aware that the Texas
Department of Insurance has taken the position that the
distribution of AlA Insurance, Inc. requires prior departmental
approval due to the status the Company's Subsidiary, The Universe
Life Insurance Company ("ULIC"), as "commercially domiciled" in
Texas. The Company, while disputing the necessity of such approval,
has none the less filed the necessary forms to obtain such
approval.
The Company intends to close the transactions
contemplated by the Agreement upon receipt of Idaho Insurance
Department approval.
The California Department of Insurance requires the
submission of a prior approval form for the Centennial reinsurance
treaty.
Since the transaction does not affect any California
insureds, and ULIC is not being dissolved or merged, approval is
expected in due course.
The Company intends to close the
transactions contemplated by the Agreement upon receipt of Idaho
approval.
3.
As described above in connection with Section 3.3.,
certain transactions contemplated by the Agreement would violate
provisions of the First Interstate Bank Loan Agreement and related
documents, as well as AlA Insurance/ Inc .. 's Obligation to Cessna
Finance Corporation.
D.
section 3.6.
The Company's financial representations
contained in Section 3.6 are supplemented by the following attached
financial statements related to the quarter ended June 30, 1995:
AlA Services Consolidated Balance Sheets at June 30,
1995.

A~A\TiTv2JF~&fT:'n~Efted
SCHEDULE III - Page 2

statement of Income For Six Months
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Ending June 3D, 1995.
The Universe Life Preliminary Results of operations (Statutory
Basis) For Three and six Months Ending June 30, 1995.
Great
Fideli ty Preliminary
Results of Operations
(statutory Basis) For Three and six Months Ending June
30, 1995.

AlA Services Consolidated preliminary Results of Operations
For six Months Ending June 30, 1995.
II.

EXCEPTIONS APPLYING SOLELY TO UNIVERSE LIFE.

sections 3.1, 3.9 and 3.11.
The Company I s representations
concerning Universe Life's good standing and qualification to
transact business in various states and its compliance with state
insurance laws are qualified by the following description of
regulatory proceedings in the various states in which the insurance
company transacts business.
Texas. On March 22, 1994, the state of Texas issued Cease and
Desist Order No. 94-0282 against Universe Life and its subsidiary,
AIA Insurance, Inc. The Order was based on preliminary examination
findings reported to the Texas Department of Insurance (IITDI") by
the examiners.
The Order alleged that Universe Life and its
affiliate engaged in unfair methods of competition and deceptive
practice of insurance and that Universe Life was in hazardous
financial condition.
Following discussions with the company and
receipt of additional documentation, TDI issued a Consent Order
dated May 17, 1994 which superseded the Cease and Desist Order in
its entirety.
The Consent Order abandoned allegations of unfair
competition and deceptive practices and focused on TDI's concerns
wi th the proper reserving for the Supplemental Benefit Accumulation
("SBA") feature of Universe Life's GUH product and the valuation of
Universe Life's investment in its subsidiary, AlA Insurance, Inc.
To address its concern with conflicting actuarial opinions on
the proper reserves for the SBA, the May 17, 1994 Consent Order
directed Universe Life to select an independent actuary to review
Universe Life's SBA reserving methods and factors.
Universe Life
and the Department agreed that this actuarial review would be
performed by Donna R. Claire, F.S.A., of Claire Thinking, an
independent consulting actuary.
Ms. Claire performed an asset
adequacy analysis of Universe Life's reported December 31, 1993 SBA
reserves, including a thorough review of GUH product features,
actuarial assumptions, actual experience and historical trends.
Ms. Claire's analysis is contained in her Asset Adequacy Report
dated June 12, 1994.
In her Report, Ms. Claire observed that Universe Life's GUH
product, with its SBA feature, is an innovative product and that ,
"[aJ s such, there is no current reserve standard for the SBA in
state law that specifically fits this benefit".
Ms. Claire
concluded that
(i)
Universe Life's
independent
consulting 87~7
actu~~AVfii.bF~r:F'?B~ertson, had developed "a methodology
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which follows the basic standards of establishing reserves that
reflect the underlying risks of the product"; (ii) "[t]he reserve
methodology used by [Universe Life's actuaries] does appear to be
reasonable"; and (iii) flgi ven the experience that was developed
through 1993, the reserves reported in the (1993) Annual statement
were adequate". Based on sensitivity tests which showed that the
reported reserves may be inadequate if adverse trends occur,
however, Ms. Claire recommended that the reserves be increased on
the basis of "somewhat stronger" reserve assumptions. Applying the
same gross premium valuation methodology used by Universe Life to
develop its reported reserves, Ms. Claire developed new reserving
factors reflecting her more conservative assumptions.
Universe
Life agreed with TDI that the SBA reserves for the Texas
certificateholders
under
GUH
policy
would
be
determined
prospectively in accordance with the factors developed by Donna
Claire, wi th any increase in reserves being applied ratably
beginning July 1, 1995 and with the final entry being made December
31, 1996.

Wi th respect to the valuation of AIA Insurance, Inc., TDI
acknowledged that Universe Life's accounting for the value of AIA
Insurance was permissible under Texas law; but, in light of a Texas
statute allowing the Commissioner to ascribe any other valuation he
believes more appropriate (after hearing) and the impending
statutory change in the Idaho Insurance Code effective July 1, 1995
(see below), the May 17, 1994 Consent Order directed that Universe
Life's investment in AIA Insurance, Inc. be reduced, ratably over
a three-year period beginning December 31, 1994, to the lesser of
net worth as determined in accordance with generally accepted
accounting principles or the valuation amount reflected in the
final report of this examination.
During the period of discussions between Universe Life and
TDI, the Texas Insurance Commissioner approved Universe Life's new
GUH III product and the transfer of Universe Life's group health
and life insurance business in Texas by reinsuring,
on an
assumption basis, all of such business with The centennial Life
Insurance Company.
See "Market Conduct Activities -- Policy Form
Filings and Approvals" and "Subsequent Events-Sale of Group
Universal Health Business" above.
On October 13, 1994, TDI issued a further Gonsent Order which
superseded the May 17, 1994 Consent Order in its entirety.
The
October Order reci ted Universe Life's agreement concerning the
implementation of the Claire factors for reserving for the SBA and
ordered that Universe Life reduce the reported value of its
subsidiary, AIA Insurance, Inc., to the lesser or net worth (as
determined in accordance with generally accepted accounting
principles) or the valuation amount reflected in the final report
of this examination, provided that the adjustment in the AIA
Insurance carrying value would be made ratably over a three-year
period beginning December 31, 1994.
Idaho.
Based on the financial concerns raised by the
preliminary examination results and the issuance of the Texas Cease
and D~WI~ VJlrId&F S~ Jj1;1B1H~LDepartment of Insurance ("Department") 0

97'7:?
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initiated an inquiry resulting in a Voluntary Agreement concerning
Supervisor, dated April 26, 1994 between Universe Life and the
Department.
Under the Agreement, Universe Life has provided
financial and other information to the Department on a regular
basis to enable the Department to informally moni tor Universe
Life's financial condition and operations to
assure that
policyholders' interests were protected during the period required
to resolve the financial and other examination issues. During the
period of discussions, the Department has approved Universe Life's
new GUH III product, the transfer of Universe Life's individual
health insurance business to states General Life Insurance Company
and the transfer of its group health and life insurance business to
The Centennial Life Insurance Company.
By agreement dated December 23, 1994, the Idaho Department
approved Donna Claire's gross premium valuation method and Ms.
Claire's reserving factors for calculating SBA reserves in
accordance with her Asset Adequacy Report dated June 12, 1994. The
Department agreed that Universe Life would not be required to
restate its 1992 or 1993 Annual statements and that implementation
of the Donna Claire reserve adjustment will be made prospectively,
in accordance with TDI' s october ~3, 1994 Consent Order f on a
quarterly basis beginning with the third quarter of 1995 and ending
December 31, 1996.
The following table shows the effect of the
Donna Claire adjustments to Universe Life's reported aggregate
reserve for accident and health policies and to its capital and
surplus at December 31, 1992, 1993 and 1994:

Capital & surplus reported by Universe Life:
4,182,781
Aggregate reserve for A & H policies
As reported
As calculated by Claire factor
Claire factor adjustment
385,731)

$ 5,418,748 $ 5,140,830$

10,376,371

Capital & surplus after Claire factor adjustment:
4,379,5883,797,050

14,040,419
9,193,850
7,843,186 14, 801, 6619,5i9,5Bl
2,533,184(
761, 242) (
$ 7,951, 932

In the December 23, 1994 agreement, the Idaho Insurance
Department acknowledged that, until July 1, 1995, the Idaho
Insurance Code permits Universe Life to continue to report its
investment in AlA Insurance, Inc. at historical cost (subject to a
15% of assets limitation) on its 1992, 1993, and 1994 Annual
Statements. Al though permitted by Idaho statute, this valuation of
AlA Insurance, Inc. deviates from the NAIC standards for investment
in subsidiaries as set forth in the NAIC Accounting Practices and
Procedures Manual for Life and Accident and Health Insurance
Companies. See "Valuation of AlA Insurance, Inc." above under the
caption "Comments on 1992 Financial Statements: Common stock". On
July 1, 1995, Universe Life will be required to reduce the value of
its investment in AlA Insurance, Inc., for statutory accounting

~i~~i;;WA~~;;;;T~~&~t919~)
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.Of AlA Insurance, Inc (which was

873CJ

other states. The following regulatory proceedings in other
jurisdictions were precipitated by the issuance of the Texas Cease
and Desist Order and/or the preliminary examination findings
contained therein:
A Notice of Hearing and Order to Show Cause with Suspension
Instanter was issued by the Oklahoma Insurance Commissioner on
April 6, 1994 based on the Texas Cease and Desist Order.
On May
26, 1994, by letter agreement based on the May 17, 1994 TDI Consent
Order and Universe Life's April 26, 1994 Voluntary Agreement with
the Idaho Insurance Department, the Oklahoma Department agreed to
suspend and terminate the prior Notice and Order to Show Cause and
to allow Universe Life to continue to solicit business from its
existing policyholder associations.
An Order of Suspension based on the Texas Cease and Desist
Order was issued by the Illinois Department of Insurance on April
26, 1994.
The Suspension Order was lifted by Stipulation and
Consent Order dated July 27, 1994, pursuant to which Universe Life
agreed to notify the Illinois Department before transacting new
business in the state during the next three years.
A notice to show cause regarding suspension from doing
business in the State of Mississippi was issued by the Mississippi
Insurance Department on May 6, 1994 1 based on the Texas Cease and
Desist Order.
Suspension of Universe Life's certificate of
authority was initially stayed by the Department; however, on
September 8, 1994, a Suspension Order was entered based upon the
appearance that Universe Life was then in an unsound condition.
The Alaska Insurance Department issued an Order suspending
Universe Life's certificate of authority on May 19, 1994, based on
the Texas Cease and Desist Order.
Universe Life entered into an
Agreement to Suspend New Sales on July 27, 1994; and the Alaska
Insurance Department withdrew the suspension order. Universe Life
had not been writing new business in Alaska, so the Agreement to
Suspend New Sales has had no financial effect on Universe Life's
operations.
The Missouri Insurance Department issued a Notice of
Institution of Case and Statement of Charges dated June 2, 1994,
based upon the Texas Cease and Desist Order. _ k hearing in the
matter has been continued indefinitely, to be re-set upon further
notice to Universe Life.
In June 1994, the California Insurance Department initiated an
informal inquiry based on the Texas Cease and Desist Order.
Universe Life entered into a confidential voluntary agreement to
cease writing new business in California.
Universe Life had not
been writing new business in California; so the confidential
agreement has had no financial effect on Universe Life's
operations.
On June 6, 1994, a Suspension Order was issued by the Wyoming
Department of Insurance without prior notice or hearing, based on )}jlIO
the IA-PfirD<AViF'ep~p.qr. IB1fB!1iT' Based upon subsequent withdrawal of () I'll
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the Illinois and Texas orders, Wyoming lifted the order of
Suspension and entered a Stipulation and Consent Order dated July
28, 1994, pursuant to which Universe Life was permitted to continue
soliciting its existing policyholder association but agreed not to
solici t other business in Wyoming without the Department I s consent.
Universe Life voluntarily agreed to suspend new business in
Oregon pending resolution of the Oregon Insurance Department's
concerns under a unique Oregon statute regarding valuation of
Universe Life's investment in AlA Insurance, Inc. A Consent Order
was issued June 3 0, 1994. A Suspension Order was issued August 23,
upon expiration of the Consent Order.
Universe Life requested a
hearing; and an Amended Suspension Order prohibiting new sales was
entered November 2, 1994.
A Notice of Summary Suspension was issued by the Iowa Division
of Insurance on August IS, 1994, based on failure of Universe Life
to file its annual audited financial report by June I, 1994. (The
auditor's report on Universe Life's 1993 financial statements was
delayed pending Idaho's determination of financial issues raised by
the examination. A draft of the audited financial statements had
previously been provided to Iowa Division of Insurance.) The Order
of Suspension was rescinded and the administrati ve proceeding
dismissed on September 6, 1994. On January 6, 1995, the Division
issued a Notice of Hearing to determine whether Universe Life's
surplus met statutory minimums. outside counsel informed Universe
Life on April 10, 1995 that Iowa is dropping the action.
Universe Life entered into an Agreement with the Washington
Insurance Department dated August 18, 1994, in which Universe Life
voluntarily agreed not to write any new business in the State
without prior approval of the Commissioner, pending submission of
information establishing that Universe Life's financial condition
is not detrimental to Washington policyholders.
On September 9, 1994, the Utah Insurance Department issued a
Notice of Informal Adjudicative Proceeding summarily suspending
Universe Life's Certificate of Authority for failure to maintain
minimum capital and surplus as calculated under unique utah
statutes. Universe Life's hearing request was withdrawn after the
Department I s Chief Examiner advised that the suspension order could
be lifted upon informal presentation by univers~ Life's management
after year-end demonstrating compliance with minimum capital and
surplus requirements.
The Nebraska Department contacted Universe Life on October 14,
concerning Universe Life's financial condition.
Universe
Life signed a Consent Order to suspend new sales on October 28,
1994,

1994.
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IN THE DISTRICT COURT OF THE SECOND
STATE OF IDAHO, IN AND FOR TH

REED J. TAYLOR, a single person,
Plaintiff,
v.

)
)
)
)

AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC. , an
Idaho corporation; R. JOHN TAYLOR and
CONNIE TAYLOR, individually and the
community property comprised thereof,
BRIAN FREEMAN, a single person; JOLEE
DUCLOS, a single person; CROP USA
INSURANCE AGENCY, INC. , an Idaho
corporation; and JAMES BECK and
CORRINE BECK, individually and the
community property comprised thereof,
Defendants.

)
)
)
)
)
)
)
)
)
)
)
)
)

------------------------------)

)

CONNIE W. TAYLOR and JAMES BECK,

)
)

Counterc1aimants,

)
)
)
)

v.

REED 1. TAYLOR, a single person,

)
)

Counterdefendant.

)

----------------------------~)

Tay/ol'v. AlA
Order to Submit Proposed 6 th Amended CompJaint

ORDER REGARDING PLAINTIFF'S
MOTION TO AMEND COMPLAINT
AND TO SCHEDULE HEARING

The Court, having reviewed Plaintiffs Motion to Amend and Supplement Complaint and
his request for hearing on the Motion, declines to set a hearing until such time that Plaintiff
submits to the Court and parties his proposed Sixth Amended Complaint.

Dated this

Taylor v. AlA
Order to Submit Proposed 6th Amended Complaint

?f3

day of May 2009.

CERTIFICATE OF MAILING
I hereby certifY that a true copy of the foregoing ORDER was:

L

hand delivered via court basket,

~

C1t

___ mailed, postage prepaid, by the undersigned at Lewiston, Idaho, this028day of May,
2009, to:
Roderick Bond
Smith, Cannon & Bond
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RODERICK C. BOND, ISB No. 8082
SMITH, CANNON & BOND PLLC
508 Eighth Street
Lewiston, Idaho 83501
Telephone: (208) 743-9428
Fax: (208) 746-8421
MICHAEL S. BISSELL, ISB No. 5762
CAMPBELL, BISSELL & KIRBY PLLC
7 South Howard Street, Suite 416
Spokane, WA 99201
Tel: (509) 455-7100
Fax: (509) 455-7111
Attorneys for Plaintiff Reed J. Taylor

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single person,
Plaintiff,

Case No.: CV-07-00208

v.

AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an Idaho
corporation; R. JOHN TAYLOR and CONNIE
TAYLOR, individually and the community
property comprised thereof; BRYAN
FREEMAN, a single person; JOLEE DUCLOS,
a single person; CROP USA INSURANCE
AGENCY, INC., an Idaho Corporation; and
JAMES BECK and CORRINE BECK,
individually and the community property
comprised thereof;

PLAINTIFF REED TAYLOR'S NOTICE
REGARDING PENDING MOTION TO
AMEND AND SUPPLEMENT
COMPLAINT, OR, IN THE
ALTERNATIVE, REQUEST FOR
CLARIFICA TION

Defendants.
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Plaintiff Reed J. Taylor submits this Notice Regarding Pending Motion to Amend and
Supplement Complaint, or, In the Alternative, Request for Clarification:

A.

Unless Directed Otherwise By The Court, Reed Taylor Will Conserve Judicial
Time and Resources By Waiting to File His Proposed Amended Complaint.

On May 28, 2009, the Court entered an order stating that Reed Taylor's Motion to
Amend and Supplement Complaint would not be set for hearing until such time as he submitted
his proposed amended Complaint.
The final proposed amended complaint will differ substantially based upon the Court's
decisions on Reed Taylor's Motions for Partial Summary Judgment and Connie Taylor and
James Beck's Motion for Partial Summary Judgment. Consequently, to save the Court and the
parties' time and resources, Reed Taylor will not file his proposed amended complaint until the
Court renders its decisions on the pending motions for partial summary judgment (or motions to
compel or 56(£)).
B.

In the Alterative, Reed Taylor Requests Clarification.

If the above is not acceptable to the Court or if the Court requires Reed Taylor's
Proposed Amended Complaint to decide the pending motions for partial summary judgment, he
respectfully requests that the Court issue an order directing him to file the proposed complaint.
DATED: This 1i

h

day of June, 2009.
SMITH, CANNON & BOND PLLC
CAMPBELL, BISSEL & KIRBY PLLC

By: _ _....!.-_-'--+-_ _ _ _ _ _ __
Roderick C. B d
Michael S. Bis3ell
Attorneys for plaintiff Reed J. Taylor
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CERTIFICATE OF SERVICE
I, Roderick Bond, declare that, on the date indicated below, I served a true and correct
copy of the foregoing on the following parties via the methodes) indicated below:

David A. Gittins
Law Office of David A. Gittins
P.O. Box 191
Clarkston, W A 99403
Attorney for Defendants J oLee Duclos and
Bryan Freeman

Michael E. McNichols
Clements Brow'll & McNichols
321 13th Street
Lewiston,ID 83501
Attorney for R. John Taylor

David R. Risley
Randall, Blake & Cox
1106 Idaho St.
Lewiston, ID 83501
Attorney for Connie Taylor, James Beck and
Corrine Beck

Gary D. Babbitt
D. John Ashby
Hawley Troxell Ennis & Hawley LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise, Idaho 83701-1617
Attorneys for AlA Services, AlA Insurance, and
Crop USA Insurance Agency
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( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
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James J. Gatziolis
Charles E. Harper
Quarles & Brady LLP
Citigroup Center, 500 West Madison Street
Suite 3700
Chicago,IL 60661-2511
Attorneys for Crop USA Insurance Agency

Charles A. Brown
Attorney at Law
324 Main Street
Lewiston,ID 83501
Attorneys for AlA Services 401(k) Plan

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered - Via Messenger
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)
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Signed this 17 day of June, 2009, at Lewiston, Idaho..
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MICHAEL S. BISSELL, ISB No. 5762
CAMPBELL, BISSELL & KIRBY PLLC
7 South Howard Street, Suite 416
Spokane, W A 99201
Tel: (509) 455-7100
Fax: (509) 455-7111
Attorneys for Plaintiff Reed J. Taylor

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED 1. TAYLOR, a single person,
Plaintiff,
v.
AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an Idaho
corporation; R. JOHN TAYLOR and CONNIE
TA YLOR, individually and the community
property comprised thereof; BRYAN
FREEMAN, a single person; JOLEE DUCLOS,
a single person; CROP USA INSURANCE
AGENCY, INC., an Idaho Corporation; and
JAMES BECK and CORRINE BECK,
individually and the community property
comprised thereof;

Case No.: CV-07-00208

PLAINTIFF REED TAYLOR'S (1)
MOTIONS TO COMPEL AGAINST ALL
DEFENDANTS; (2) SUPPLEMENTAL
RESPONSE IN SUPPORT OF REED
TA YLOR'S PENDING MOTIONS FOR
RULE 56(f) CONTINUANCES; AND (3)
SUPPLEMENTAL RESPONSE IN
OPPOSITION TO CONNIE TAYLOR
AND JAMES BECK'S MOTION FOR
PARTIAL SUMMARY JUDGMENT AND
THE JOINDERS OF THE REMAINING
DEFENDANTS AND AlA SERVICES
401(k) PLAN

Defendants.

Plaintiff Reed 1. Taylor submits this Motion to Compel against all Defendants in this
action:
REED TAYLOR'S MOTIONS TO COMPEL AND SUPPLEMENTAL
RESPONSE IN OPPOSITION TO DEFENDANTS' MOTION FOR P.S.J. - ]

871.{1

ORlGI 'AL

I. LEGAL AUTHORITY AND ARGUMENT

A.

The Court Should Enter An Order Compelling The Defendants To Fully Answer
All Outstanding Interrogatories and Requests for Production, and Produce All
Responsive Documents.
LR.C.P. 37(a)(2) governs this motion to compel, and the rule provides as follows in

pertinent part:
(2) Motion .... [I]f a party, in response to a request for inspection submitted under Rule
34, fails to respond that inspection will be permitted as requested or fails to permit
inspection as requested, the discovering party may move for an order compelling ...
inspection in accordance with the request. The motion must include a certification that
the movant has in good faith conferred or attempted to confer with the party not making
the disclosure in an effort to secure the disclosure without court action.
The Idaho Rule of Civil Procedure that governs the scope of discoverable information is
broadly drafted to permit the discovery of all relevant admissible evidence and the discovery of
inadmissible evidence if it could lead to the discovery of admissible evidence. The only limit on
discovery is if the evidence sought is privileged. The rule, LR.C.P. 26(b)(1), provides as follows
in pertinent part:
Unless otherwise limited by order of the court in accordance with these rules, the scope
of discovery is as follows: (1) Parties may obtain discovery regarding any matter, not
privileged, which is relevant to the subject matter involved in the pending action, whether
it relates to the claim or defense of the party seeking discovery or to the claim or defense
of any other party, ... It is not ground for objection that the information sought will be
inadmissible at the trial if the information sought appears reasonably calculated to lead to
the discovery of admissible evidence.
See LR.C.P. 26(b)(1) (emphasis added). Federal Courts interpreting the identical Federal rule

have consistently held that the rule allowed the broadest possible discovery. See, e.g., Hickman
v. Taylor, 329 U.S. 495, 67 S.Ct. 385,91 L.Ed. 451 (1947). In Hickman, the U.S. Supreme

Court discussed the scope of discovery under this rule and observed that:
No longer can the time-honored cry of 'fishing expedition' serve to preclude a party from
inquiring into the facts underlying his opponent's case.
REED TAYLOR'S MOTIONS TO COMPEL AND SUPPLEMENTAL
RESPONSE IN OPPOSITION TO DEFENDANTS' MOTION FOR P.S.1. - 2

329 U.S. at 507, 67 S.Ct. at 392 (emphasis added).

The only limitation on discovery of

unprivileged material under the rule is that it could lead to the discovery of admissible evidence,
which is such a broad standard that at the discovery stage a party may in fact engage in a fishing
expedition. See 8 Wright & Miller, Federal Prac. & Proc., sec. 2008.
Electronic information, including e-mails, are discoverable under the recently enacted
LR.C.P. 34(a), which provides that a party may obtain discovery of "electronic and data storage
devices in any medium which constitute or contain matters within the scope of Rule 26(b) ... "
LR.C.P. 34(a). Although no reported decisions in Idaho have addressed this rule, Federal courts
interpreting the analogous Federal rules have consistently held that electronic data, including emails, are discoverable. Rowe Entertainment, Inc. v. William Morris Agency, Inc., 205 F.R.D.
421, 428 (S.D.N.Y. 2002) (There is no justification for precluding discovery of defendants' emails on the ground that such discovery was unlikely to provide relevant information or would
invade the privacy of non-parties); Playboy Enters. v. Welles, 60 F. Supp. 2d 1050, 1053 (S.D.
Cal. 1999) (E-mails contained on defendant's hard drive are discoverable).
Courts have consistently held that ownership or possession of documents

IS

not a

condition required to compel a party to produce documents:
A party need not have actual possession of documents to be required to produce them
under Rule 34, nor is legal ownership the determining factor. If the responding party has
the legal right to control the requested documents, including the right to obtain them on
demand, that party must produce them, even if they are located beyond the jurisdiction of
the court. In other words, the responding party cannot furnish only information within
his or her immediate knowledge or possession; a party has an obligation to conduct a
reasonable inquiry into the factual basis of its responses to discovery, and, based on that
inquire, a party responding to a production request is under an affirmative duty to seek
that information reasonably available to it from its employees, agents or others subject to
its control. Control may be established by the existence of a principal-agent relationship
or pursuant to a contract provision.
REED TAYLOR'S MOTIONS TO COMPEL AND SUPPLEMENTAL
RESPONSE IN OPPOSITION TO DEFENDANTS' MOTION FOR P.S.1. - 3

lOA Fed. Proc., L. Ed., § 26:624 (2008) (internal foot notes omitted)(emphasis added). This well
established rule has been applied in numerous cases. In Haseotes v. Abacab Intern. Computers,
Inc., 120 F.R.D. 12 (D.Mass.1988), the Court discussed possession, custody and control:

The plaintiff is correct, however, in noting that a defendant must produce
requested documents that are in that defendant's "possession, custody or control."
Fed.R.Civ.P.34(a). Legal ownership is not the determining factor. See J.
Moore, J. Lucas, D. Epstein, 44 Moore's Federal Practice 34.17 (198). Under
this rule, a party has "control" over a document if that party has a legal right to
obtain those documents. See C. Wright & A. Miller, 8 Federal Practice &
Procedure § 2210 (1970), and cases cited therein. Thus, the individual
defendants, as officers, directors, and shareholders of Abacab Ltd. and Abacab
Inc., can be required to produce documents that are in the possession of the
corporations.
Haseotes, 120 F.R.D. at 14 (emphasis added). Moreover, the court noted that "the plaintiff is not

interested in obtaining separate responses from each individual defendant." 120 F.R.D. at 14.
The court granted plaintiff s motion to compel requiring the defendants to coordinate and
produce at least one copy of each document requested. Id.
Over a century ago, the U. S. Supreme Court in Nelson v. United States, 201 U.S. 92, 50
L. Ed 673, 26 S.Ct. 358 (1906), also colorfully addressed this issue. Affirming a judgment of

contempt that was entered against the director and general manager of a corporation for his
refusal to obey a court order requiring him to produce certain corporate books and records, the
Supreme Court found "untenable" the position that the director did not have possession of the
corporate documents and stated:
This contention is untenable .. .It is hardly necessary to observe that the witnesses
had all the possession human beings could have had or can have, and if the
objection is to prevail, the books of a corporation can be withdrawn from the
reach of compulsory process.

REED TAYLOR'S MOTIONS TO COMPEL AND SUPPLEMENTAL
RESPONSE IN OPPOSITION TO DEFENDANTS' MOTION FOR P.S.J. - 4

It is as useless as attempting to demonstrate that twice two make four, to say that
a corporation can have possession of nothing except by the human beings who are
its officers ...

Nelson, 201 U.S. at 115 (emphasis added).

John Taylor, Connie Taylor, and James Beck are all directors of AlA Services and AlA
Insurance. John Taylor is the President and CEO of AlA Services and AlA Insurance. JoLee
Duclos is the secretary of AlA Services, AlA Insurance and Crop USA. Bryan Freeman is a
Vice-President of AlA Insurance and in charge of all computer systems at AlA Services, AlA
Insurance and Crop USA, including those systems containing the corporations' emails and
electronic files.

All of these individuals have custody and control of AlA Insurance, AlA

Services and Crop USA's documents, email and electronic files. All of these individuals must
ensure the responsive documents, email, and electronic files are produced to Reed. They should
not be permitted to escape their obligations.
Finally, Connie Taylor submitted financial statements in support of her Motion for Partial
Summary Judgment that was faxed from AlA Insurance's offices, which unequivocally
demonstrates her custody and control of corporate documents.

See Affidavit of Connie W.

Taylor in Support of Partial Summary Judgment, Ex. A (the top of the pages have clear facsimile
transmission stamps).
Reed Taylor, through his counsel, complied with I.R.C.P. 37(a)(2) by participating in a
telephonic discovery conference with counsel for AlA Services, AlA Insurance, and CropUSA.
(Bond Aff.,

~

11.) Counsel for Connie Taylor and James Beck has ignored requests for a

discovery conference and has indicated that his client's future responses would "incorporate"
those of AlA's responses. (Bond Aff.,

~

12, Ex. B-1.) All other defendants have also ignored

REED TAYLOR'S MOTIONS TO COMPEL AND SUPPLEMENTAL
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requests for a discovery conference and additional documents have been produced in response to
Reed Taylor'S newest discovery requests. (Bond Aff., ~~ 2-12, Ex. A-I.)
B.

The Court Should Grant Reed Taylor's Pending Rule 56(0 Motions and Set this
Matter for Trial.
The Defendants have not and will not comply with discovery. While it appears that even

the Defendants will never know the amount of earned surplus or deficit as of July 22, 1995, or
any other date, this should not preclude Reed Taylor from conducting the full and fair discovery

required, with the help of needed orders compelling production of documents and discovery. See
Bond Aff.,

~

2-12, Ex. A-I.

The Court should grant Reed Taylor's Motions for Rule 56(f) Continuances and set this
matter for trial.

C.

The Defendants and Plan Have Failed to Meet the Required Burden and Cannot
Meet the Required Burden Because Documents Have Been Destroyed.
The party moving for summary judgment carries the burden of proving the absence of a

genuine issue of material fact. Banner Life Ins. Co. v. Mark Wallace Dixson Irrevocable Trust,
147 Idaho 117, 206 P.3d 481, 486 (2009); I.R.C.P. 56(c). The Defendants and Plan's expert
make estimations as to the amount of earned surplus (deficit) as of the time Reed Taylor's shares
were redeemed, but their opinions are not based upon reviewing the necessary documents-let
alone do they provide an exact amount of earned surplus (deficit) on any of the pertinent dates.
Significantly, neither expert addressed capital surplus in their report. See Bond Aff.,

~~

2-12, Ex.

A-I. The Defendants have failed to meet their burden and will likely never meet their burden
because all the 1995 accounting documents have been destroyed. (Bond Aff.,

~

III

REED TAYLOR'S MOTIONS TO COMPEL AND SUPPLEMENTAL
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11.)

As also argued in Reed Taylor's Response in Opposition to Partial Summary Judgment,
even if AlA Services shareholders had never ratified the redemption agreements, their
acquiescence for over 13 years constitutes ratification and the approval to invade capital surplus
and approval of the security agreements. If shareholders waive formalities or acquiesce to a
transfer made without ratification, they cannot later challenge the transfer and this rule also
applies to minority shareholders. Philips Petroleum Co. v. Rock Creek Min. Co., 449 F.2d 664,
667-68 (9 th Cir. 1971) (citing 19 AmJur.2d Corporations § 1014».

"An affirmance of an

unauthorized transaction can be inferred from a failure to repudiate it."

See Restatement

(Second) of Agency § 94 (2008). "Generally, a corporation which has received and retained the
benefits and advantages of a contract or transaction may not raise the defense of ultra vires in
order to escape its obligations under the contract." See 19 CJ.S. Corporations § 677 (2008).
AlA Services' shareholders clearly previously ratified the redemption of Reed Taylor's
shares, however, if they failed to do so, such a failure is irrelevant as they have ratified the
redemption and the security agreements after 13 years of acquiescence.
DATED: This 1i

h

day of June, 2009.
SMITH, CANNON & BOND PLLC
CAMPBELL, BISSELL & KIRBY PLLC

By:----"--~_P6__!__!(_'·~_ _
Roderick C. Bon~
Michael S. Bissell
Attorneys for Plaintiff Reed J. Taylor
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CERTIFICATE OF SERVICE
I, Roderick Bond, declare that, on the date indicated below, I served a true and correct
copy of the foregoing on the following parties via the methodes) indicated below:

David A. Gittins
Law Office of David A. Gittins
P.O. Box 191
Clarkston, WA 99403
Attorney for Defendants JoLee Duclos and
Bryan Freeman

Michael E. McNichols
Clements Brown & McNichols
321 13th Street
Lewiston,ID 83501
Attorney for R. John Taylor

David R. Risley
Randall, Blake & Cox
1106 Idaho St.
Lewiston,ID 83501
Attorney for Connie Taylor, James Beck and
Corrine Beck

Gary D. Babbitt
D. John Ashby
Hawley Troxell Ennis & Hawley LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise, Idaho 83701-1617
Attorneys for AlA Services, AlA Insurance, and
Crop USA Insurance Agency

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)
Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)
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James J. Gatziolis
Charles E. Harper
Quarles & Brady LLP
Citigroup Center, 500 West Madison Street
Suite 3700
Chicago, IL 60661-2511
Attorneys for Crop USA Insurance Agency

Charles A. Brown
Attorney at Law
324 Main Street
Lewiston, ID 83501
Attorneys for AlA Services 401 (k) Plan

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered - Via Messenger
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment) ~

f'

Signed this 17th day of June, 2009, at Lewiston, Idaho.

1?

f

.

Roderick C. Bond
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RODERlCK C. BOND, ISB No. 8082
SMITH, CANNON & BOND PLLC
508 Eighth Street
Lewiston, Idaho 83501
Telephone: (208) 743-9428
Fax: (208) 746-8421
MICHAEL S. BISSELL, ISB No. 5762
CAMPBELL, BISSELL & KIRBY PLLC
7 South Howard Street, Suite 416
Spokane, \VA 99201
Tel: (509) 455-7100
Fax: (509) 455-7111
Attorneys for Plaintiff Reed J. Taylor
IN THE DISTRlCT COURT OF THE SECOND JUDICIAL DISTRlCT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TA YLO R, a single person,
Case No.: CV-07-00208
Plaintiff,
v.
AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an
Idaho corporation; R. JOHN TAYLOR and
CONNIE TAYLOR, individually and the
community property comprised thereof;
BRYAN FREEMAN, a single person; JOLEE
DUCLOS, a single person; CROP USA
INSURANCE AGENCY, INC., an Idaho
Corporation; and JAMES BECK and
CORRlNE BECK, individually and the
community property comprised thereof;
Defendants.

AFFIDAVIT OF RODERlCK C. BOND IN
SUPPORT OF PLAINTIFF REED
TAYLOR'S (1) MOTIONS TO COMPEL
AGAINST ALL DEFENDANTS; (2)
SUPPLEMENTAL RESPONSE IN
SUPPORT OF REED TAYLOR'S PENDING
MOTIONS FOR RULE 56(f)
CONTINUANCES; AND (3)
SUPPLEMENTAL RESPONSE IN
OPPOSITION TO CONNIE T AYLOR AND
JAMES BECK'S MOTION FOR PARTIAL
SUMMARY JUDGMENT AND THE
JOINDERS OF THE REMAINING
DEFENDANTS AND AlA SERVICES 401(k)
PLAN
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AFFIDAVIT OF RODERICK C. BOND - 1

ORI ,I

l

STATE OF IDAHO

)
) ss:
COUNTY OF NEZ PERCE )
I, Roderick C. Bond, being first duly sworn on oath, deposes and says:
1.

I am over the age of eighteen years, competent to testify in court, one of

the attorneys for the plaintiff Reed J. Taylor ("Reed Taylor") in this action, and make
this Affidavit based upon my personal knowledge.
2.

Despite Reed Taylor having submitted extensive discovery regarding AlA

Services and AlA Insurance accounting information, I drafted and submitted additional
detailed interrogatories and requests for production regarding AlA Services' earned
surplus and capital surplus as of certain dates, including, the date Reed Taylor's shares
were redeemed on July 22, 1995. I served Reed Taylor'S additional interrogatories and
requests for production on all of the defendants on April 17, 2009.

None of the

defendants have produced any documents to the foregoing requests and they did not
provide the amount of earned surplus (deficit) or capital surplus as of the requested dates,
including July 22, 1995.
3.

Attached as Exhibit A is a true and correct copy of AlA Services and AlA

Insurance's Responses to Plaintiffs Fourth Set of Requests for Production and Third Set
of Interrogatories. Since Reed Taylor's interrogatories and requests for production are
contained in Exhibit A (along with AlA's responses), a copy of the original requests will
not be attached. I served the original requests referenced in Exhibit A upon AlA Services
and AlA Insurance on April 17, 2009. No documents were produced when the attached
responses were served upon me when the responses were served on June 9, 2009.
4.

Attached as Exhibit B is a true and correct copy of pertinent pages of

AFFIDAVIT OF RODERlCK C. BOND - 2

Plaintiffs Second Set of Requests for Production and Second Set of Interrogatories
Propounded to James Beck and Corrine Beck. Exhibit B was served on April 17, 2009,
and I have not received any responses or documents to these requests. In addition, as of
the date of this Affidavit, I have not received any further responses or documents from
the Becks with regard to prior discovery requests subject to Reed Taylor's prior Motions
to Compel that are pending.

The Becks have still never responded to any of Reed

Taylor's prior discovery requests or produced as single document.
5.

Attached as Exhibit C is a true and correct copy of pertinent pages of

Plaintiffs Second Set of Requests for Production and Second Set of Interrogatories
Propounded to Connie Taylor. Exhibit C was served on April 17, 2009, and I have not
received any responses or documents to these requests. In addition, as of the date of this
Affidavit, I have not received any further responses or documents from Connie Taylor
with regard to prior discovery requests subject to Reed Taylor's prior Motions to Compel
that are pending. Connie Taylor has still never produced a single document.
6.

Attached as Exhibit D is a true and correct copy of pertinent pages of

Plaintiff s Second Set of Requests for Production and Second Set of Interrogatories
Propounded to John Taylor. Exhibit D was served on April 17, 2009, and I have not
received any responses or documents to these requests. In addition, as of the date of this
Affidavit, I have not received any further responses or documents from John Taylor with
regard to prior discovery requests subject to Reed Taylor's prior Motions to Compel that
are pending.
7.

I also served virtually identical copies of Exhibits B-D upon JoLee Duclos

and Bryan Freeman on April 17, 2009. They have not responded or produced a single

AFFIDAVIT OF RODERICK C. BOND - 3
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document in response to these discovery requests.
8.

Attached as Exhibit E is a true and correct copy of an email that I sent to

all counsel on June 1, 2009.
9.

Attached as Exhibit F is a true and correct copy of an email that I sent to

David Gittins regarding his clients' failure to respond to discovery.
10.

Attached as Exhibit G is a true and correct copy of an email that I sent to

John Ashby regarding his clients' responses and failure to produce documents.
11.

On June 15, 2009, I conducted a discovery conference with John Ashby.

Mr. Ashby refused to supplement his responses or produce any further documents. Mr.
Ashby advised me that his clients would not provide a list of creditors for AlA Services
on the dates requested, confirmed that AlA Services' 1995 detailed accounting
documents had been destroyed, confirmed that his clients would not provide the exact
amount of earned surplus and capital surplus on the requested dates, and advised me that
his clients do not know where the Eberle Berlin legal files are located (the law firm that
represented AlA in the redemption agreements and provided Reed Taylor an opinion
letter). Again, Richard Riley of Hawley Troxell was the lead lawyer for Eberle Berlin

(See also Affidavit of Scott Bell).
12.

Attached as Exhibit H is a true and correct copy of a letter from David

Risley dated June 11, 2009. In response to this letter, David Risely and I exchanged
various emails, true and correct copies of these emails are attached as Exhibit I. Mr.

Prff'-

Risley never responded to my last email and did not return my call.
DATED: This 17" day o [June , 2009.

Roderick C. B~
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Notary PUbliC~ Id a.
Residing at: ( iV
My commisswn expires:

us/on

I..R / , 1/:;tl)F.J
)
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CERTIFICATE OF SERVICE

I, Roderick Bond, declare that, on the date indicated below, I served a true and
correct copy of the foregoing (including the attached exhibits) on the following parties
via the methodes) indicated below:

David A. Gittins
Law Office of David A. Gittins
P.O. Box 191
Clarkston, W A 99403
Attorney for Defendants JoLee Duclos and
Bryan Freeman

Michael E. McNichols
Clements Brown & McNichols
321 13th Street
Lewiston,ID 83501
Attorney for R. John Taylor

David R. Risley
Randall, Blake & Cox
1106 Idaho St.
Lewiston, ID 83501
Attorney for Connie Taylor, James Beck and
Corrine Beck
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Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)
Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Gary D. Babbitt
D. John Ashby
Hawley Troxell Ennis & Hawley LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise, Idaho 83701-1617
Attorneys for AlA Services, AIA Insurance, and
Crop USA Insurance Agency

James J. Gatziolis
Charles E. Harper
Quarles & Brady LLP
Citigroup Center, 500 West Madison Street
Suite 3700
Chicago, IL 60661-2511
Attorneys for Crop USA Insurance Agency

Charles A. Brown
Attorney at Law
324 Main Street
Lewiston,ID 83501
Attorneys for AlA Services 401(k) Plan

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered - Via Messenger
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Roderic
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Gary D. Babbitt, ISB No. 1486
D. John Ashby, ISB No. 7228
HAWLEY TROXELL ENNIS & HAWLEY LLP
877 Main Street, Suite 1000
P . O. Box 1617
Boise, ID 83701-1617
I elephone: 208344.6000
Facsimile: 208.954.5201
Email; gbabbitt@hawleytroxelLcom
jashby@hawleytroxelLcom
Attorneys for AlA Services Corporation and
AIA InSUI ance, Inc.
IN IHE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT
OF THE S TA IE OF IDAHO, IN AND FOR IHE COUNIY OF NEZ PERCE
REED J TAYLOR, a single person,

)
)
Plaintiff~
)
vs.
)
)
AlA SERVICES CORPORATION, an Idaho )
corporation; AlA INSURANCE, INC., an
)
Idaho corporation; R. JOHN TAYLOR and
)
CONNIE TA YLOR, individually and the
)
community property comprised thereof;
)
BRYAN FREEMAN, a single person; JOLEE )
DUCLOS, a single pel son; CROP USA
)
INSURANCE AGENCY, INC., an Idaho
)
Corporation; and JAMES BECK and
)
CORRINE BECK, individually and the
)
community property comprised thereof,
)
)
Defendants.
)
)
)
AIA SERVICES CORPORATION, an Idaho )
corporation; and AIA INSURANCE, ING., an )
Idaho corporation,
)
)
Counterclaim ants,
)
)

Case No. CV-07-00208
AlA'S RESPONSE TO PLAINTIFF'S
FOURTH SET OF REQUESTS FOR
PRODUCTION AND THIRD SET OF
INTERROGATORIES PROPOUNDED
TO DEFENDANTS AIA INSURANCE,
INC. AND AIA SERVICES
CORPORATION

AlA'S RESPONSE TO PLAINTIFF'S FOURTH SET OF REQUESTS FOR PRODUCTION
AND THIRD SET OF INTERROGATORIES PROPOUNDED TO DEFENDANTS AlA
INSURANCE, INc.. AND AlA SERVICES CORPORATION-1
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EXHIBIT

vs..
REED J TAYLOR, a single person,
Counterdefendant

)
)
)
)
)

--------------------------)
TO:

PLAINTIFF AND HIS COUNSEL OF RECORD
COMES NOW AlA Services Corporation and AlA Insurance, Inc_, Defendants in the

above-entitled action, by and through their counsel of record, Hawley Troxell EIll1is & Hawley
LLP, and, in accordance with the requirements of Rules 33, 34 and 36 of the Idaho Rilles of Civil
Procedure, hereby file their response to Plaintiffs FOUIth Set of Requests for Production and
Third Set ofInterrogatories to Defendants AIA InsUIance, Inc, and AlA Services Corporation.
Unless otherwise specified, inspection and copying will be permitted as requested, except that
some other time and place which is mutually agreeable to the parties may be substituted for the
time and place specified in the request.
PRELIMINARY STATEMENT
1.

These responses are made solely for pUIposes of this action . Any document

produced by Defendants in response to the Requests is subject to all objections as to competence,
relevance, materiality, propriety, and admissibility, as well as to any all other objections on any
grounds that would require the exclusion of the document OJ any portion thereofif such
document was offered in evidence, all of which objections and grounds are hereby expressly
reserved and may be interposed at the time of any deposition or at or before any hearing or trial
in this matteL
2.

No incidental or implied admissions ar'e intended by these responses The fact

that Defendants agree to produce documents in response to proticular requests or fwnish

AlA'S RESPONSE TO PLAINTIFF'S FOURTH SET OF REQUESTS FOR PRODUCTION
AND THIRD SET OF INTERROGATORIES PROPOUNDED TO DEFENDANTS AlA
INSURANCE, INC. AND AlA SERVICES CORPORATION - 2
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information in response to an interrogatory is not intended and should not be construed as an
admission that Defendants accept or admit the existence of any facts set fmth m assumed by
such requests or inteII'ogatmies, or any of such documents, or that any of such documents or
information constitutes admissible evidence, The fact that Defendants agree to produce in
response to a particular request or furnish infOImation in response to a particular' request or
inteII'ogatOIY is not intended and should not be construed as a waiver by Defendants of any part
of any objection to such request or intenogatmy or any general objection made herein,
3.,

Defendants have not completed their investigation of this action, have not

completed theiI discovery, and may discover additional documents or infOImation responsive to
the requests in the future Some ofthe documents that ar'e sought by the requests are not
routinely compiled by Defendants and are not readily accessible to any agent or employee of
Defendants These responses ar'e based on Defendants' knowledge, information, and belief at
this time, and ar'e based on Defendants' diligent search of those records that they have located
and that they reasonably believe might contain the documents demanded, Therefore, these
responses and the documents and other information that may be produced in connection with the
requests are without prejudice to the rights of Defendants to supplement these responses or to use
any later discovered documents or information for any purpose in connection with this suit
GENERAL OBJECTIONS
1..

Defendants object to the discovery insofar' as Plaintiff purports to seek documents

or infOImation covered by the Attorney-Client Privilege, the Attorney-Work Product Privilege or
Doctrine, or the Accountant-Client Privilege Based on these privileges, Defendants will not
produce any such documents Defendants object to the procedure set fOIth by Plaintiffto assert a

AlA'S RESPONSE TO PLAINTIFF'S FOURTH SET OF REQUESTS FOR PRODUCTION
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claim of privilege on the gTOunds and to the extent that it is oppressive and unreasonable and
seeks to impose obligations not imposed by Idaho Rule of Civil Procedure 26 and on the further
basis that the infOImation requested is itself within the scope ofthe Attorney-Client Privilege.
2..

Defendants further object to the discovery on grounds that a dispositive motion

for summary judgment has been filed Plaintiff has filed a motion pursuant to I R.ep . 56(f) to

take additional discovery, and that motion has not yet been ruled upon.
3.

Defendant :further objects to the discovery to the extent that it exceeds the scope

ofthe Court's January 30,2009 order limiting discoveIY to issues related to the pending motion
fOJ summary judgment.
The foregoing general

o~jections

ar'e incolpOIated verbatim into each ofthe following

responses Each and every response herein is made subject to, and without waiver of; the general
objections.
INTERROGATORY NO. 13: Identify and state with partiCUlarity the names and
addresses of all creditOIs of AIA Services and its Subsidiaries and the amount owed to each
creditor as ofJuly 22, 1995, August 1,2005 and July 1, 1996, respectively.
ANSWER TO INTERROGATORY NO. 13: AlA objects to this interrogatory on
gTOunds thatit is vague and ambiguous AlA :further objects on the grounds that this request is
overbroad, unreasonable, burdensome and oppressive, Furthermore, the request seeks
documents that are neither relevant nor reasonably calculated to lead to the discovery of
admissible evidence . Without waiving these objections, pursuant to LR.C,P . 33(c), AlA refers
the Plaintiff to the ledgers, journal entries, and source documents that have been made available
for review.

AlA'S RESPONSE T'O PLAINTIFF'S FOURTH SET OF REQUESTS FOR PRODUCTION
AND THIRD SET OF INTERROGATORIES PROPOUNDED TO DEFENDANTS AIA
INSURANCE, INC. AND AlA SERVICES CORPORATION - 4
40005000615596551

AFFIDAVIT OF RODERICK C. BOND

REQUEST F OR PRODUCTION NO. 221: Produce all documents (See above definition
fOl

"documents" e.g. , notes, emails, electronic files, canceled checks, statements, agreements,

conespondence, letters, expert witness reports, etc.) that evidence, refer, or relate in any way to
the information requested in the preceding Intenogatory.
RESPONSE TO REQUEST FOR PRODUCTION NO. 221: See response to
Interrogatory No 13
INTERROGATORY NO. 14: Identify and state with particularity the names and
addresses of all creditor s of AlA Services and its Subsidiaries and the amount owed to each
creditor as the date of your answer to this InterrogatOIY
ANSWER TO INTERROGATORY NO. 14: AlA objects to this interrogatory on
grounds that it is vague and ambiguous. AIA futther objects on the grounds that this request is
overbroad, unreasonable, burdensome and oppressive . Furthermore, the request seeks
information that is neither relevant nor reasonably calculated to lead to the discovery of
admissible evidence .
REQUES T FOR PRODUCTION NO. 222: Produce all documents (See above definition
for "documents" e. g . , notes, emails, electronic files, canceled checks, statements, agreements,
cOIrespondence, letter s, expert witness reports, etc.) that evidence, refer, or relate in any way to
the information requested in the preceding Interrogatory.
RESPONSE TO REQUEST FOR PRODUCTION NO. 222: See Response to
Interrogatory No. 14
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INTERROGATORY NO. 15: IdentifY and state with particulaIity the amount of AlA
Services' eaIned surplus

01

deficit as of July 22, 1995, August 1, 1995, and July 1, 1996,

respectively.
ANSWER TO INTERROGATORY NO. 15: See expert report prepared by Ken Hooper.
REQUEST FOR PRODUCTION NO. 223: Produce all documents (See above definition
fOl

"documents" e.g, notes, emails, electronic files, canceled checks, statements, agreements,

correspondence, letters, expert witness reports, etc.) that evidence, refer, or relate in any way to
the information requested in the preceding Interrogatory or the amount of earned surplus.
RESPONSE TO REQUEST FOR PRODUCTION NO. 223: See expert report prepaIed
by Ken Hooper, the documents cited therein, and the financial/accounting documents already
produced.
INTERROGATORY NO. 16: IdentifY and state with particulaIity the amount of AlA
Services' capital surplus or deficit as ofJuly 22, 1995, August 1, 1995, and July 1, 1996,
respectively.
ANSWER TO INTERROGATORY NO. 16: AlA objects to this interrogatory on
grounds that it seeks information that is neither relevant nor reasonably calculated to lead to the
discovery of admissible evidence.. Notwithstanding and without waiving these objections,
pursuant to IR.CP 33(c), AlA refers plaintiff to AlA's financial statements and other
accounting documents that have been made available fOl Plaintiffs review.
REQUEST FOR PRODUCTION NO. 224: Produce all documents (See above definition
for "documents" e g., notes, emails, electronic files, canceled checks, statements, agr'eements,
conespondence, letters, expert witness reports, etc.) that evidence, refer, or relate in any way to

AlA'S RESPONSE TO PLAINTIFF'S FOURTH SET OF REQUESTS FOR PRODUCTION
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the information requested in the preceding IntenogatOIY or the determination of the amount of
capital smplus.
RESPONSE TO REQUEST FOR PRODUCTION NO. 224: See Response to
Interrogatory No . 16.
REQUEST FOR PRODUCTION NO. 225: Produce all documents (See above definition
for "documents" eg . , notes, emails, electronic files, canceled checks, statements, agreements,
correspondence, letters, expert witness repOIts, etc.) that evidence, refer, or relate in any way to
your asserted solvency OJ' insolvency of AlA Services on July 22, 1995, August 1, 1995, and
July 20, 1996, respectively.
RESPONSE TO REQUEST FOR PRODUCTION NO. 225: The responsive documents
within AlA's possession, custody or control have already been produced
REQUES T FOR PRODUCTION NO. 226: Produce all documents (See above definition
for "documents" e . g., notes, emails, electronic files, canceled checks, statements, agreements,
correspondence, letters, expert witness reports, etc ..) that evidence, refer, or relate in any way to
the due diligence conducted by any person, agent or attorney for AIA Services or any of its
subsidiaries in connection with the redemption Reed Taylor's shmes and/or restructuring of the
debt owed to Reed TayloL
RESPONSE 10 REQUEST FOR PRODUCTION NO. 226: The responsive documents
within AIA's possession, custody or control have already been produced.
REQUEST FOR PRODUCTION NO. 227: Produce all documents (See above definition
for "documents" e.g, notes, emails, electronic files, canceled checks, statements, agreements,
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cOIrespondence, letters, expert witness reports, etc.) that evidence, refer, or relate in any way to
the negotiations and agreements to redeem Reed Taylor's shares.
RESPONSE TO REQUEST FOR PRODUCTION NO. 227: The responsive documents
within AlA's possession, custody or control have already been produced.
REQUEST FOR PRODUCTION NO. 228: Produce all documents (See above definition
fOI "documents" e.g., notes, emails, electronic files, canceled checks, statements, agreements,
correspondence, letters, expert witness reports, etc) that evidence, refer, or relate in any way to
the due diligence conducted by any party, officer, board member, committee, attomey,
representative, or any other person or entity pertaining to redemption of Reed Taylor's shares .
RESPONSE TO REQUEST FOR PRODUCTION NO. 228: AlA objects to this request
to the extent that it seeks documents protected by the attomey~client plivilege Notwithstanding
and without waiving these objections, the responsive documents within AlA's possession,
custody or control have already been produced.
REQUEST FOR PRODUCTION NO. 229: Produce all documents (See above definition
for "documents" e.g., notes, emails, electronic files, canceled checks, statements, agreements,
correspondence, letters, expert witness repOIts, etc.) that evidence, refer, OI relate in any way to
the committee established for the board ofAIA Services to negotiate and/or consummate the
redemption of Reed Taylor's shar·es .
RESPONSE TO REQUEST FOR PRODUCTION NO. 229: The responsive documents
within AlA's possession, custody 01' control have already been produced.
REQUEST FOR PRODUCTION NO. 230: Produce all documents (See above definition
for "documents" e.g . , notes, emails, electronic files, canceled checks, statements, agreements,
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correspondence, letters, expert witness reports, etc . ) that evidence, refer, or relate in any way to
the calculation or determination of earned surplus (or deficit) for AIA Services
RESPONSE TO REQUEST FOR PRODUCTION NO. 230: AlA objects to this
interrogatory on grounds that it is vague and ambiguous. Notwithstanding and without waiving
these objections, AlA refers Plaintiff to the financial statements and other accounting documents
that have already been produced, See also the expert report submitted by Ken Hooper.
REQUEST FOR PRODUCTION NO. 240: [sic] Produce all documents (See above
definition for "documents" e,g . , notes, emails, electronic files, canceled checks, statements,
agreements, correspondence, letters, expert witness reports, etc) that evidence, refer, or relate in
any way to due diligence, considerations, appraisals, valuations, asset values and/or surplus as to
AlA Services' ability to redeem Reed Taylor's shar'es.
RESPONSE TO REQUEST FOR PRODUCTION NO. 240: AlA objects to this
interrogatory on grounds that it is vague and ambiguous, AlA fwtheI objects on the grounds that
this request is overbroad, unreasonable, burdensome and oppressive.. Furthermore, the request
seeks documents that are neither relevant nor reasonably calculated to lead to the discovery of
admissible evidence.. Without waiving these objections, AlA states that it is not aware of any
responsive documents that have not already been produced .
REQUEST FOR PRODUCTION NO. 241: Produce all documents (See above definition
for "documents" e,g." notes, emails, electronic files, canceled checks, statements, agreements,
correspondence, letteis, expert witness reports, etc) that evidence, refer, or relate in any way to
the Lewis-Clark Mortgage, including, without limitations, any and all payments relating to the
mortgage
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RESPONSE TO REQUEST FOR PRODUCTION NO. 241: AIA objects to this
interrogatory on grounds that it falls outside the scope ofthe Court's January 30, 2009 ordering
limiting discovery to issues related to the pending motion for summary judgment AlA reserves
all other objections.
REQUEST FOR PRODUCTION NO. 242: Produce all documents (See above definition
for "documents" e . g., notes, emaiis, electronic files, canceled checks, statements, agreements,
conespondence, letters, expert witness reports, etc.) that evidence, refer, or relate in any way to
any and all repOIts or information pertaining to policy or customeI loss ratios since 1995.
RESPONSE TO REQUEST FOR PRODUCTION NO. 242: AlA objects to this
interrogatory on grounds that it falls outside the scope of the Court's January 30, 2009 ordering
limiting discovery to issues related to the pending motion for summary judgment AlA reserves
all other objections.
REQUEST FOR PRODUCTION NO. 243: Produce all documents (See above definition
for "documents" e.g., notes, emails, electronic files, canceled checks, statements, agreements,
conespondence, letters, expert witness reports, etc.) that evidence, refer, or relate in any way to
all draft, edited, or final business plans or business projections ofAIA Insurance, AlA Services,
or Crop USA.
RESPONSE TO REQUEST FOR PRODUCTION NO. 243: AlA objects to this
intenogatory on grounds that it falls outside the scope of the Court's January 30, 2009 ordering
limiting discovery to issues related to the pending motion for summary judgment AlA reserves
all other objections.
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REQUEST FOR PRODUCTION NO. 244: Produce all documents (See above definition
for "documents" e.g . , notes, emails, electronic files, canceled checks, statements, agreements,
conespondence, letteIs, expeIt witness reports, etc ..) that evidence, refer, or relate in any way to
private placement memorandums or related documents of AlA InsUIance, AlA Services, or Crop
USA.
RESPONSE TO REQUEST FOR PRODUCTION NO. 244: AlA objects to this
interrogatory on grounds that it faIls outside the scope of the COUIt'S January 30, 2009 ordeIing
limiting discovery to issues related to the pending motion for summary judgment AlA reserves
all other objections.
REQUEST FOR PRODUCTION NO. 245: Produce all documents (See above definition
for "documents" e.g . , notes, emails, electronic files, canceled checks, statements, agreements,
correspondence, letteIs, expert witness reports, etc.) that evidence, refer, or relate in any way to
AlA Services, AlA InsUIance, or Crop USA's marketing programs, effoIts or plans.
RESPONSE TO REQUEST FOR PRODUCTION NO. 245: AIA objects to this
intenogatory on grounds that it falls outside the scope of the Court's January 30,2009 oIdering
limiting discovery to issues related to the pending motion for summary judgment ALA reseIves
all other objections.
REQUEST FOR PRODUCTION NO. 246: Produce all documents (See above definition
for "documents" e.g . , notes, emails, electronic files, canceled checks, statements, agreements,
conespondence, letters, expert witness repOIts, etc.) that evidence, refer, or relate in any way to
any and all applications, communications, contracts, aII'angements, or agreements between AIA
SeIvices, AlA Insurance, AlA Crop InsUI'ance, Inc. or Crop USA and Great American
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RESPONSE TO REQUEST FOR PRODUCTION NO. 246: AIA objects to this
interrogatory on grounds that it falls outside the scope of the Court's January 30, 2009 ordeIing
limiting discovery to issues related to the pending motion for summary judgment AlA reserves
all other objections.
REQUEST FOR PRODUCTION NO. 248: [sic] Produce all documents (See above
definition for "documents" eg, notes, emails, electronic files, canceled checks, statements,
agreements, correspondence, letters, expert witness reports, etc.) pertaining to all business
reports, business plans, commission reports, projections, premium repOIts, and all other
documents pertaining to the commissions, revenues,

Or

income of AlA Services and all of its

subsidiaries.
RESPONSE TO REQUEST FOR PRODUCTION NO. 248: AlA objects to this
interrogatory on grounds that it falls outside the scope ofthe Court's January 30, 2009 ordering
limiting discovery to issues related to the pending motion for summary judgment. AIA reserves
all other objections .
REQUEST FOR PRODUCTION NO. 249: Produce all documents (See above definition
for "documents" eg., notes, emails, electronic files, canceled checks, statements, agreements,
correspondence, letters, expert witness repOIts, etc.) that evidence, refer, or relate in any way to
efforts, attempts, and/or due diligence relating in any way to a public offering of shares in AIA
Services or any of its subsidiaries .
RESPONSE TO REQUEST FOR PRODUCTION NO. 249: AlA objects to this
intenogatOlY on grounds that it falls outside the scope ofthe Court's January 30, 2009 ordering
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limiting discove!y to issues related to the pending motion for summmy judgment AlA res elves
all other objections .
REQUEST FORPRODUCIIONNO. 250: Produce all documents (See above defInition
for "documents" e.g . , notes, emails, electronic fIles, canceled checks, statements, agreements,
correspondence, letters, expert witness reports, etc.) that evidence, refer, or relate in any way to
all documents used to compile, draft and/or complete AlA Services and/or AlA InsUIance's
financial statements, including, without limitation, the footnotes, commentmy, or opinions
relating to such fInancial statements .
RESPONSE TO REQUEST FOR PRODUCTION NO. 250: AlA objects to this
intenogatory on grounds that it is vague and mnbiguous" AlA further objects on the grounds that
this request is overbroad, unreasonable, burdensome and oppressive . Furthermore, the request
seeks documents that m'e neither relevant nor reasonably calculated to lead to the discovery of
admissible evidence. Without waiving these o~jections, pUIsuant to I R c.P. 33(c), AlA refers
the Plaintiff to the financial statements, ledgers, JOUInal entIies, and source documents that have
been made available for review.
REQVES T FOR PRODUCTION NO. 251: Produce all documents (See above defInition
for "documents" e.g., notes, emails, electronic fIles, canceled checks, statements, agreements,
conespondence, letters, expelt witness reports, etc.) that evidence, refer, or relate in any way to
AlA Services or AlA Insurance's applications or correspondence with the United States
government relating in any way to selling crop insUIance or obtaining an SRA for selling crop
insUIance
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RESPONSE TO REQUEST FOR PRODUCTION NO. 251: AIA objects to this
intenogatory on grounds that it falls outside the scope of the Comt's Tanuary 30, 2009 ordering
limiting discovery to issues related to the pending motion for summary judgment AlA reserves
all other objections
REQUEST FOR PRODUCTION NO. 252: Produce all documents (See above definition
for "documents" eg . , notes, emails, electronic files, canceled checks, statements, agreements,
conespondence, letters, expert witness reports, etc) that evidence, refer, or relate in any way to
communications or correspondence to or from Mary K. Frost..
RESPONSE TO REQUEST FOR PRODUCTION NO. 252: AIA objects to this
interrogatory on grounds that it falls outside the scope of the Court's January 30, 2009 ordering
limiting discovery to issues related to the pending motion for summary judgment AIA reserves
all other objections
REQUEST FOR PRODUCTION NO. 253: PIOduce all documents (See above definition
for "documents" e . g . , notes, emails, electronic files, canceled checks, statements, agreements,
correspondence, letters, expert witness reports, etc.) that evidence, refer, or relate in any way to
communications, correspondence, agreements, contracts or arrangements pertaining to Great
American or any other insmance company relating in any way to selling or placing crop
insurance or revenues derived fiom the foregoing
RESPONSE TO REQUEST FOR PRODUCTION NO. 253: AlA objects to this
interrogatory on grounds that it falls outside the scope ofthe Court's January 30, 2009 ordering
limiting discovery to issues related to the pending motion for summary judgment. AlA reserves
all other objections.
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REQUEST FOR PRODUCTION NO. 254: Produce all documents (See above definition
fOI "documents" e.g., notes, emails, electIOnic files, canceled checks, statements, agreements,
correspondence, letters, expert witness repOlts, etc.) that evidence, refer, or relate in any way to
communications, conespondence, agreements, payments, bonuses, commissions, contracts or
arrangements pertaining in any way to Trustmark.
RESPONSE TO REQUEST FOR PRODUCTION NO. 254: AIA objects to this
inten'Ogatory on grounds that it falls outside the scope of the Court's January 30,2009 OIdering
limiting discovery to issues related to the pending motion for summary judgment. AlA reserves
all other objections.
REQUEST FOR PRODUCTION NO. 255: Produce all documents (See above definition
for "documents" e. g., notes, emails, electronic files, canceled checks, pleadings, statements,
agreements, correspondence, letters, expert witness reports, etc) that evidence, refer, or relate in
any way to any and all demands, notices or lawsuits pertaining to any party, shareholder or
creditor's demand that the redemption of Reed Taylor's shares be rescinded or that AlA Services
or any other party take any action pertaining to the redemption of Reed Taylor's shares.
RESPONSE TO REQUEST FOR PRODUCTION NO. 255: AlA objects to this
interrogatory on grounds that is seeks information that is neither relevant nor reasonably
calculated to lead to admissible evidence. Notwithstanding and without waiving these
objections, see the motion for summary judgment and related pleadings, motions and btiefmg
filed in this litigation.
REQUEST FOR PRODUCTION NO. 256: Produce all documents (See above definition
for "documents" e. g, notes, emails, electronic files, canceled checks, pleadings, statements,
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agreements, conespondence, letters, expert witness reports, etc,) that evidence, refer, or relate in
any way to any AlA SeIvices or any ofits subsidiaries' board meetings, notices of board
meetings, board resolutions, shar'eholder resolutions, shareholder meetings, shareholder votes,
notices of shar'eholder meetings or correspondence to shar'eholdels
RESPONSE TO REQUEST FOR PRODUCTION NO. 256: AlA objects to this
interrogatory on grounds that it is overbroad, unreasonable, burdensome and oppressive
Fmthelmore, the request seeks documents that ar'e neither relevant nor reasonably calculated to
lead to the discovery of admissible evidence and falls outside the scope of the COUIt's January
.30,2009 ordering limiting discovery to issues related to the pending motion for summary
judgment Notwithstanding and without waiving these objections, AlA states that it has already
produced the responsive documents from the relevant time frame
REQUEST FOR PRODUCTION NO. 257: Produce all documents (See above definition
for "documents" e . g . , notes, emails, electronic files, canceled checks, pleadings, statements,
agreements, correspondence, letters, expelt witness reports, etc . ) that evidence, refer, or relate in
any way to emails, conespondence or communications between any officer, director, attomey,
agent, or employee of AlA Services or AlA Insurance and Richard Campanar'O, Michael
Cashman and/or James Beck.
RESPONSE TO REQUEST FOR PRODUCTION NO. 257: AIA objects to this
interrogatory on grounds that it is overbroad, unreasonable, burdensome and oppressive.
Fmthermore, the request seeks documents that are neither relevant nor reasonably calculated to
lead to the discovery of admissible evidence and faIls outside the scope of the Court's January
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30, 2009 ordering limiting discovery to issues related to the pending motion for summary
judgment.
REQUEST FOR PRODUCTION NO. 258: Produce all documents (See above definition
for "documents" e.g . , notes, emails, electronic files, canceled checks, pleadings, statements,
agreements, correspondence, letters, expert witness reports, etc.) that evidence, refer, or relate in
any way to any fair value, fair-market value or othel valuations 01 appraisals for AlA Services or
any of its subsidiaries
RESPONSE TO REQUEST FOR PRODUCTION NO. 258: AlA objects to this
interrogatory on grounds that it is overbroad, unreasonable, burdensome and oppressive .
Furthermore, the request seeks documents that are neither relevant nor reasonably calculated to
lead to the discovery of admissible evidence . Notwithstanding and without waiving these
objections, AlA states that it has produce the responsive documents within its possession,
custody or control.
REQUEST FOR PRODUCTION NO. 259: Produce all documents (See above definition
for "documents" e.g . , notes, emails, electronic files, canceled checks, pleadings, statements,
agreements, correspondence, letters, expert witness reports, etc..) that evidence, refer, or relate in
any way to the fair-market value of aU assets of AlA Services and its subsidiaries
RESPONSE TO REQUEST FOR PRODUCTION NO. 259: AlA objects to this
interrogatory on grounds that it is overbroad, unreasonable, burdensome and oppressive
Furthermore, the request seeks documents that are neither relevant nor reasonably calculated to
lead to the discovery of admissible evidence. Notwithstanding and without waiving these
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objections, AlA states that it has produce the responsive documents within its possession,
custody or controL
DATED THIS

day ofJune, 2009"
HAWLEY TROXELL ENNIS & HAWLEY LLP

~

Gary D ' Babbitt, ISB No" 1486
Attomeys for AlA Services Corporation and
AlA InsUIance, Inc,
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